The SOUTHERN 
ECONOMIC JOURNAL 


Volume XX April 1954 Number 4 


ARTICLES 


Industrialization and Economic Progress in the Southeast 
Stefan H. Robock 307 


The Farmer's Stake in Our Foreign Economic Policy 
R. W. Trenton 328 


Issues in Congressional Tariff Debates, 18g0-1930 
William R. Allen 340 


Commercial Aviation and the Civil Aeronautics Act of 1938 
Harvey C. Bunke 356 


Cross Hauling» A Symptom of Incomplete Collusion Under 


Basing-Point Systems John S. McGee 
COMMUNICATIONS 


Invention, Innovation, and Competition Jacob Schmookler 
Research Conference on Southern Economic Development 


B. U. Ratchford 


BOOK REVIEWS 


George W. Stocking, E. C. Grithth, Clark Lee Allen, Olin T. Mouzon, Gregor 
Sebba, Ervin K. Zingler, C. K. Brown, Clarence E. Philbrook, W. H. Baughn, Tee 
S. Floyd, Jr., Ralph C. Hon, Paul W. Paustian, Richard F. Ericson, Brant Bonner, 
Kenneth M. Thompson, Donald F. Mulvihill 


PERSONNEL NOTES 
NOTE 
BOOKS RECEIVED 


A JOINT PUBLICATION OF THE SOUTHERN ECONOMIC ASSOCIATION 
AND THE UNIVERSITY OF NORTH CAROLINA 


369 
385 
391 
415 
418 
419 


Volume XX, Number 4 APRIL 1954 
Th SOUTHERN ECONOMIC JOURNAL 


A JOINT PUBLICATION OF THE SOUTHERN ECONOMIC ASSOCIATION 
AND THE UNIVERSITY OF NORTH CAROLINA 


Published Quarterly at Chapel Hill, N. C. 


BOARD OF EDITORS 


CH. Donovan F. E. McVay 
University of Florida North Carolina State College, 
ie University of North Carolina 
Renoics 
Vanderbilt University CrareNnce Puitprook 
University of North Carolina 
Lanoston T. Haw.ey 
University of Alabama GERALD E. Warren 
Tulane University 
A. S. Ketsrer 


The Woman's College, H. D. Wotr 
University of North Carolina University of North Carolina 


MANAGING EDITOR 


G. T. Scowenninc 
University or Nortn Carouina 


CORRESPONDENTS 


Alabama—jonn S. Henpexson Mississippi—Davip McKinney 
Florida—Marsnart R. North Carolina—C. K. Brown 
Georgia—Acogat Gairnn South Carolina—Jamus F. Mires 
Kentucky—Ropman Suttivan Tennessee—James E Wann 
Louisiana—W. H. Bavoun Virginia—Herman P. Tuomas 


The Southern Economic Journal is published four times a year, in January, April, 
July, and October, at Chapel Hill, N.C. The subscription price is $5.00 per year, 
$1.50 for single copies. 

Microfilm editions of this pa are available to regular subscribers only 
and may be obtained at the completion of the volume by writing to University 
Microfilms, 313 North First Street, Ann Arbor, Michigan. 

All communications should be addressed to the Managing Editor, P. O. 
Box 1289, Chapel Hill, N. C. 

The articles in this Journal are indexed in The International Index to Periodicals, 
New York, N. Y. 

The Southern Economic Association and the University of North Carolina, 
joint publishers of this Journal, assume no responsibility for statements made by 
contributors. 


Entered as second-class matter on May 11, 1936, at the Post Office at Chapel Hill, North Carolina, 
under the act of March 3, 1879, section 520, P. L. & R. ’ 
Copyright 1954 Southern Economic Association 


rat 
‘ 
~ 
+ 


. 
~ 


Sixte PrResipent or THe Sournern Economie Assocration, 1934-1935 


 — 
a 
| 


Votume XX NuMBER 4 


Th SOUTHERN ECONOMIC JOURNAL 


April 1954 


INDUSTRIALIZATION AND ECONOMIC PROGRESS 
IN THE SOUTHEAST* 


STEFAN H. ROBOCK 
Tennessee Valley Authority 


“You see it takes all the running you can do to keep in the same place. If you want to 


get someplace else, you must run at least twice as fast as that.” 
~-Through the Looking Glass 


I. HISTORICAL PERSPECTIVE 


The growth of industry in the Southeast is not a recent phenomenon. Manu- 
facturing has expanded steadily in the region over at least the last fifty years. 
Since the turn of the century, manufacturing employment in the Southeast! 
has increased three times as fast as total population—250 per cent as compared 
with 79 per cent.” 

Over every decade since 1899—including the depression 1930’s—the Southeast 
increased its number of manufacturing production workers. The greatest per cent 
increase over the last half century occurred in the early 1899-1909 decade when 
the cotton textile industry had its largest growth in the region.’ (See Table 1.) 
After this early boom period, the rate of increase declined progressively until 
the World War II decade, when the Southeast experienced a renewed high rate 
of expansion in manufacturing employment. Over the recent 1939-49 decade, 
the Southeast experienced its greatest absolute increase in manufacturing pro- 
duction workers. 

The regional totals, of course, obscure great differences among the states of 
the Southeast in the timing and extent of industrial expansion. Over the entire 
half-century, the increase in manufacturing production workers varied from a 
high of more than 400 per cent for North Carolina to a low of slightly more than 
100 per cent for Arkansas. Over the recent 1939-1952 period, the expansion in 


* Paper presented to the Southern Economic Association, Atlanta, Georgia, November 
13, 1953. 

1The Southeast as here used includes the following 11 states: Alabama, Arkansas, 
Florida, Georgia, Kentucky, Louisiana, Mississippi, North Carolina, South Carolina, 
Tennessee and Virginia. 

2 In the Nation as a whole from 1899 to 1951 manufacturing production workers increased 
by 178 per cent and population by 102 per cent. 

3 “During the twenty years ending with 1914, the number of cotton spindles in the United 
States about doubled, ... but the growth was mostly in the South.’’—Victor 8. Clark, 
History of Manufactures in the United States, 1893-1928, (New York: McGraw-Hill Book 
Co., 1929), Vol. III, p. 172. 
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TABLE 1 
Expansion of Manufacturing Employment in the Southeast: 1899-1952 


PERioD INCREASE IN PRODUCTION WORKERS PER CENT INCREASE 


1899-1909 58 
1909-1919 21 
1919-1929 14 
1929-1939 2 
1939-1949 38 


1949-1952 13 
Source: Handbook of Regional Statistics, GPO, Washington, 1950; Annual Survey of 
Manufactures, 1949-50, 1951 and 1962. 


factory employment ranged from a high of 91 per cent for Kentucky and Arkan- 
sas to a low of 39 per cent for North Carolina. 

Certain states have expanded industrially at a rapid and rather steady rate 
since 1899, such as North Carolina, Tennessee, South Carolina and Georgia. 
(See Chart I, Part 1.) At the other extreme, certain states such as Arkansas, 
Kentucky, Florida, and Mississippi have had relatively small long-run increases 
in factory employment and extended periods of lag or stagnation. (See Chart I, 
Part 3.) In Kentucky, factory employment in 1939 was only slightly higher than 
in 1904—35 years before. In Arkansas and Mississippi, the number of production 
workers in 1939 was actually below the 1909 level of 30 years before. Florida 
never exceeded its 1919 level of factory employment until 1950—31 years later. 
A middle group of states, Alabama, Virginia and Louisiana, have had sub- 
stantial long-run growth despite extended sluggish periods. (See Chart I, Part 2.) 
In Alabama and Virginia, there was little progress in factory employment over 
the two decades from 1919 to 1939. And in Louisiana, factory employment ac- 
tually declined over the same twenty-year period. 

The variations among the sub-areas of the Southeast deserve attention as an 
important qualification and an extension of the general treatment of industrializa- 
tion in the Southeast that follows. Within the limits of this paper, however, it 
has not been possible to treat this subject in detail. The wide differences among 
the individual states in the extent and timing of industrial expansion reflect 
many factors including differences in resources and in industrial structure within 
the region. 

Relative to the Nation, the industrialization of the Southeast has followed 
a rather consistent pattern. Over the period from 1899 to 1952 the Southeast 
increased its share from 12 to 15 per cent of the Nation’s production workers. 
However, as shown in Chart II, in almost every period of rapid national ex- 
pansion since 1909, factory employment increased more slowly in the Southeast 
than in the Nation. This lag in the Southeast was true for the World War I period 
of 1914-1919, for the prosperity boom of 1927-1929, for the recovery period of 
1933-1939, for the World War II period of 1939-1947 and for the 1950-1952 
period of the Korean conflict. 


Cuart I. Manuracturinc Propuction WorRKERS IN SOUTHEASTERN 
States: 1899-1952 
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Sources: 1899-1947, Conous of Manufactures, 19475 19h9-52, Annual Survey of Mamfectures, 1949-50, 1951, and 1952. 
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Cuart II. Propuction Workers IN MANUFACTURING: 1899-1952 
Eleven Southeastern States 
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Sources: 1899-1947, Census of Manufactures, 1947) 1949-51, Annual Survey of Manufactures, 1949-9, 1951 and 1952. 


On the other hand, during recession or depression periods manufacturing 
employment declined less rapidly in the Southeast than in the Nation. Thus, 
the Southeast increased its share of the Nation’s factory employment in the 
post World War I depression of 1919-21, in the Great Depression of 1929-33, 
in the 1937-39 recession, and in the 1947-49 readjustment period following 
World War II. In fact, in the low depression year of 1933 the Southeast had a 
larger share of the Nation’s total factory employment than ever before or since. 

This inverse pattern of the Southeast relative to the Nation reflects the pre- 
dominance of non-durable types of manufacturing in the Southeast. The con- 
sumer goods industries characteristically expand more slowly than producer 
goods in periods of prosperity and defense expansion and hold up better in de- 


pression or peacetime years. 
Il. RECENT INDUSTRIALIZATION TRENDS 


Employment and Income 

Recent industrialization trends in the Southeast have received considerable 
popular and professional attention because of the magnitude of the recent ex- 
pansion. AltLough manufacturing has expanded rapidly in the past, particularly 
during the first decade of this century, the recent industrial gains constitute a 
rebirth of industrialization after two decades of only modest industrial growth. 
Over the recent 13-year period from 1939-1952 the Southeast had a larger in- 
crease in the number of production workers than over the previous 40-year 


period from 1899-1939. 
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TABLE 2 
Manufacturing Expansion in the Southeast and U.S.: 1929-52 


1929-52 


Per cent 


Employment in Manufacturing 74 54 54 61 
Income from Manufacturing 398 282 410 372 


Source: Bureau of Labor Statistics employment estimates and estimates based on Census 
reports and BLS estimates. Income data based on estimates by U.S. Department of 
Commerce. 


Contrary to much popular opinion, however, the growth of factory employ- 
ment in the Southeast over the World War II period was at a somewhat lower 
rate than in the Nation as a whole. (See Table 2.) This is consistent, of course, 
with the historical pattern of the region; i.e., a slower rate of increase than in the 
Nation over periods of very rapid growth. The slower rate of increase since 1939 
also reflects the fact that the Nation had not fully recovered from the Big Depres- 
sion by 1939 when manufacturing employment in the Nation was still 4 per cent 
below the 1929 level. In the Southeast, however, 1939 factory employment was 
already 13 per cent above the 1929 prosperity peak, due principally to industrial 
expansion in four states: North Carolina, South Carolina, Tennessee and Virginia. 

From a slightly longer run point of view—since the prosperity peak of 1929, 
total manufacturing employment has increased more rapidly in the Southeast 
than in the Nation. (See Table 2.) From 1929 to 1952, total factory jobs in the 
Southeast increased by 74 per cent as compared with only 54 per cent for the 
United States. 

Manufacturing income has also expanded more rapidly in the Southeast than 
in the Nation over the last two decades. (See Table 2.) From 1929 to 1952 manu- 
facturing income in the Southeast increased by 398 per cent as compared with 
only 282 per cent. in the Nation. The Southeast’s more rapid income gain, par- 
ticularly during the 1939-52 period, reflects a number of factors other than a 
greater relative gain in number of jobs. The income gains relative to the Nation 
have also been a result of narrowing regional differentials and of greater per- 
centage increases in wages in the low wage industries predominant in 
the Southeast.‘ 


Types of Industrial Expansion: 1939-47 


The industry composition of recent industrialization trends in the Southeast 
can best be summarized within the broader framework of the national expansion. 
Over the period 1939-47, the most recent period for which detailed industry data 
are available, there was a gain of slightly more than 4 million production workers 
in the Nation and about 550,000 in the Southeast. The per cent increase from 
1939-47 was therefore 53 per cent in the Nation and 46 per cent in the Southeast. 


4 See Charles A. R. Wardwell, Regional Trends in the United Statee Economy (Washing- 
ton: U. S. Department of Commerce, 1951), p. 32. 
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TABLE 3 
Increase in Manufacturing Production Workers: 1989-47 


PER CENT DISTRIBUTION PER CENT INCREASE 
OF INCREASE 1939-47 


MAJOR INDUSTRY GROUP 


All Manufacturing Industries* 


2 


. Machinery (except electrical) 
. Transportation equipment 

. Electrical machinery 

. Fabricated metal products 

. Primary metal industries 


or 


cme 


. Food and kindred products 

. Apparel and related products 

. Chemicals and allied products.............. 
. Lumber products (except furniture) 

. Miscellaneous manufactures 


. Stone, clay, and glass products 
. Paper and allied products 
3. Printing and publishing 
. Instruments & related products 


Pee 


— 


. Textile mill products 

. Petroleum and coal products 

. Leather & leather products 

. Tobaceo manufactures 


— 


Oto 


* Increase in production workers between 1939 and 1947 was 4,118,000 in the United 
States and 550,000 in the Southeast. 
Source: Census of Manufacturers, 1947. 


The share of the increase accounted for by each major industry group and the 
rates of growth from 1939-47 are shown for both the Southeast and the Unived 
States in Table 3. 

The industry pattern of expansion in the Southeast was drastically different 
from that in the Nation over this war period. In the Nation, the leading types of 
expansion, in order of importance were (1) machinery, except electrical, (2) 
transportation equipment, (3) electrical machinery, (4) fabricated metals, and 
(5) primary metals. In the Southeast the most important sources of new factory 
jobs were (1) lumber and products (excluding furniture), (2) textiles, (3) food and 
kindred products, (4) chemica!s, and (5) apparel. In both the Nation and the 
Southeast, the five leading major industry groups accounted for more than half 
of the total number of new production jobs. 

The types of industries which added the largest number of workers in the 
Nation accounted for relatively few new jobs in the Southeast. The bulk of the 
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us SE us | SE 
1 17.2 132 | 189 
3 9.5 158 | 271 
4 9.0 82 | 8 
5 8.2 50 | 56 
6 7.2) 37 60 
y 7 | 5.3 29 | 62 
4.9 73 72 
9 4.2 | 4l | 48 
10 3.8 64 
1 Resets 3.4 52 | 61 
1 2.9 “4 | 
35 | 49 
2.4 114 237 
2.3 78 | 177 
16 49 | 50 
17 1.6 6 16 
18 1.5 57 105 
19 5 7 47 
20 4 | | 18 55 
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growth in the non-electrical machinery, electrical machinery, transportation 
equipment, primary and fabricated metals industries was concentrated in the 
Central, Middle East and New England regions.* 

The expansion of the lumber products industry (excluding furniture) in the 
Southeast represented one-half of the total national expansion in this industry 
group. The textile industry, which expanded only 6 per cent in the Nation 
between 1939 and 1947, expanded by 14 per cent in the Southeast. As a result, 
the increase in the Southeast was somewhat larger than the 65,000 growth in 
employment for the Nation as a whole. Such a gain was possible because textile 
employment contracted in the Middle East and Central regions, although not 
in the New England area. The textile development marked a further shift of 
textile employment to the Southeast. The growth of food, chemical and apparel 
manufacturing in the Southeast represented in each case about one-fifth of the 
national expansion. 

The rate of expansion in the Southeast, not to be confused with the absolute 
increases in factory employment, was very rapid for the industry groups that 
were of major national importance. In fact, as shown in Table 3, the per cent 
increase from 1939 to 1947 for 19 of the 20 major industry groups was greater 
in the Southeast than in the Nation. But in most cases the high rate of increase 
in the Southeast reflects the low level of employment in 1939. 

Between 1939 and 1947 the Southeast substantially increased its regional 
shares—as measured by production worker employment—of the Nation’s textile, 
apparel, food, transportation equipment, lumber, printing and publishing, stone, 
clay and glass, paper, leather, petroleum products, and tobacco products in- 
dustries. In the case of textiles and tobacco products industries, the region’s gains 
were at the expense of losses elsewhere. 

Types of Industrial Expansion: 1947-52 

The lack of a complete Census of Manufactures since 1947 makes it difficult 
to analyze the industry composition of expansion since that date. However, a 
fairly accurate national and regional picture for the 1947-52 period is available 
from the Annual Surveys of Manufactures, based on a sample of all manufactur- 
ing establishments, and the employment estimates of the Bureau of Labor 
Statistics. 

In 1952 manufacturing employment in both the Nation and the Southeast 
was about 10 per cent above the relatively high 1947 level. In the Nation, the 
leading sources of new factory jobs over the 1947-52 period, in order of im- 
portance, were (1) transportation equipment, (2) electrical machinery, (3) 
machinery, except electrical, (4) primary metals, (5) chemicals and (6) printing 
and publishing. In the Southeast, the most important types of expansion were 
(1) apparel, (2) chemicals, (3) food and kindred products, (4) paper, (5) ma- 
chinery, except electrical and (6) electrical machinery. 

In the Nation, the leading sources of new factory jobs since 1947 were very 


* For a more complete discussion of the regional distribution of recent industrial expan- 
sion see thid., Chapter 10. 
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similar to those for the earlier 1939-47 period, except for chemicals replacing 
fabricated metals. But the industry pattern in the Southeast was again sharply 
different from that in the Nation. ; 

Furthermore, within the Southeast the industry composition of the 1947-52 
expansion differed substantially from that of the earlier 1939-47 period. The 
two industry groups that accounted over the early period for the largest number 
of new jobs—the lumber and textile industries—were replaced as leaders by 
paper and the machinery industries. 

In fact, regional employment in the lumber industry group declined substanti- 
ally after 1947, due to contractions in sawmill and planing mill operations. 
This regional decline went counter to the national employment increase in the 
lumber products industry which resulted largely from expansion in millwork 
plants. 

Textile employment in the Southeast fluctuated greatly after 1947 but by 
1952 was back at about the 1947 level. In the Nation, however, textile employ- 
ment declined by almost. 10 per cent over the same period. 

The Southeast’s large growth in apparel employment accounted for the bulk 
of the Nation’s total gain in number of jobs, thus representing an accelerated 
regional shift of the apparel industry. The region’s rapid expansions in chemicals, 
food and paper—which accounted for from one-third to one-half of the national 
expansion in these industries—also represented an acceleration of the trend for 
the earlier war period. The recent increase in electrical and other machinery 
employment in the Southeast represented continued rapid regional expansion 
in these industries, but the Southeast’s number of new jobs were only a small 
share of the very large national expansion in these industry groups. The trans- 
portation equipment industry was of leading importance nationally over the 
1947-52 period mainly because of phenomenal increase in aircraft employment. 
The Southeast shared slightly in the aircraft expansion but these gains were 
offset by declines in shipbuilding. 

Thus, the recent industrial gains in the Southeast have partly resulted from 
rapid expansion in durable goods and non-traditional regional industries. Yet 
it must be recognized that the manufactures of the Southeast remain predomi- 
nantly nondurable, and the factory workers of the region are still heavily con- 
centrated in the traditional textile, lumber, food and apparel industries. (See 
Table 4.) 


Geographical Pattern 

The geographical pattern of industrial expansion is important from many 
standpoints such as decentralization for national security, as a causal factor 
underlying urbanization trends, and as a major influence in the widespread 
shift from full to part-time farming. Yet there has been little analysis to date 
of the geographical characteristics of recent industrial growth in the Southeast. 

The locational characteristics of the industry types which have accounted for 
most of the recent industrial growth—textiles, apparel, food, basic chemicals, 
paper and lumber products—suggest that much of the recent expansion was 
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TABLE 4 
Structure of Manufacturing in the Southeast and U.S.: 1947 
(Number of Production Workers) 
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11 SOUTHEASTERN STATES 


UNITED STATES 


Industry 


Industry 


q 
3 


Textiles 


Chemicals* 


Furniture 
Tobacco 
Primary Metals 
Paper 


Machinery (excl. elec.) 
Textiles 

Food 

Primary Metals 
Transportation Equipment 


Apparel 

Fabricated Metals 
Electrical Machinery 
Lumber 

Chemicals* 


Cano 


Transportation Equipment 


Fabricated Metals 
Stone, Clay, and Glass 
Machinery (excl. elec.) 
Printing 

Leather 


Printing 

Stone, Clay, and Glass 
Miscellaneous 

Paper 

Leather 


www ww 


Furniture 
Rubber 
Instruments 
Petroleum 
Tobacco 


Petroleum 
Miscellaneous 
Rubber 

Electrical Machinery 
Instruments 


ofr an 


Total Number of Production 


11,926 ,688 


1,746, 298 


* Estimates made for State data withheld by Census to avoid disclosure. 

* Includes 10,500 workers at Oak Ridge in chemicals not covered by Census of Manu- 
factures, 1947. 

Sources: Census of Manufacturers, 1947, and special tabulations by the Bureau of the 
Census. 


located outside of metropolitan areas and was rather widely dispersed throughout 
the region. This conclusion is confirmed by some scattered observations about 
the South made in a recent study of industrial expansion in the Nation.* Among 
the 50 most rapidly expanding major industrial areas in the Nation, Atlanta 
ranked only 26th with a 60 per cent growth from 1939 to 1917; Birmingham, 
28th with 56 per cent; and New Orleans, 35th with 49 per cent—a lower rate of 
expansion than in the Southeast as a whole. The study concludes that the South 

* John W. Alexander, ‘Industrial Expansion in the United States, 1939-47,’’ Economic 
Geography, April 1952, pp. 128-142. 


3 | Per cent 3 | 
31.2% | 1) 
2 Lumber 15.3 | 2| 
Apparel 6.9 | 4) 
5 | 6.4 
3.9 |6 
7 | 3.9% | 7 | 
8 | 3.8 8) 
9 | 3.5 |9 
0 3.0 (10 | 
ll 2.6 
12 2.6 12) 
13 1.9 
1.9 
15 | 1.4 |15 
16 | .9* |16 
17 7 
18 7? | 
19 .6* |19 
20 | 3* (20 | 
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lacks a counterpart of the heavy industrial concentrations such as in the Great 
Lakes States. 

Within individual states of the Southeast, the recent expansion of industry 
was generally dispersed among many sub-areas. The exception was in Kentucky 
where half of the increase in production workers was in the Louisville-Jefferson 
County area. In North Carolina, at the other extreme, no single county accounted 
for more than 10 per cent of the 1939-47 gain. In fact, although North Carolina 
is the most heavily industrialized state of the Southeast, in 1950 the State had 
only one city, Charlotte, with a population of over 100,000. (And as one North 
Carolinian commented, ‘“‘They only passed the 100,000 mark by counting in the 
Republicans too.’’) 


Branch Plants v. Local Entrepreneurship 


In the Southeast, as in many other under-developed areas, strong emphasis 
is often placed on industrialization through firms which are locally owned and 
controlled. The popular antagonism to “foreign” control has been expressed in 
terms of “forfeiture of much of the region’s power of economic self determina- 
tion,” as a “lack of community influence over community destinies ...in a 
region which, as far as its political and social mores are concerned, is strongly 
individualistic and independent,” and as a situation which “operates... to 
deplete the region’s capital structure by the export of industrial savings.’” 
More specifically, a forthcoming study of basing point pricing and the South 
concludes that because of “foreign’’ ownership the southern steel industry has 
not expanded as rapidly as was justified by regional economic advantages.* 

Yet in this respect the South seems to have a split personality. On the one 
level, the preference for local rather than branch plants persists as a strong and 
widespread faith in the region. On another level, virtually all of the region’s 
promotional efforts are directed toward securing branch plants of non-Southern 
firms and such firms as locate in the South are invariably impressed with the 
warmth and enthusiasm with which they are met. 

Although the precise extent of the Southeast’s recent dependence upon other 
than local entrepreneurship cannot be easily determined, it is clearly apparent 
that a large share of the new factory employment in the Southeast has resulted 
from expansions in the region by non-Southern firms. In the traditional fields of 
textiles, lumber products, apparel, shces and food processing, much of the ex- 
pansion has been by “locally-owned” firms. But in other important fields such 
as chemicals, primary metals, transportation equipment, rubber products, pulp 
and paper, machinery, ete., the pattern has been mainly one of branch plants. 

In New England, on the other hand, a recent study indicates that a high pro- 
portion of new plant expansion has been regionally inspired and regionally owned. 
“In a typical case,” this study points out, “a man, frequently of New England 
origin, gains experience over a period of years in a single company or industry. 


7 National Resources Planning Board, Regional Planning. Part XI—The Southeast 


(Washington, 1942), p. 134. 
* Study by George W. Stocking, Vanderbilt University. 
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During a succession of positions he acquires a knowledge of production, adminis- 
tration, marketing, and finance. Upon deciding to go into business himself, he 
uses his personal contacts to secure a minimum supply of scarce materials and 
to secure at least one good customer who will carry the firm over its first produc- 
tion difficulties. Several of the firms initiated by individuals were based on that 
individual’s place in the field of research. A new product or a new process might 
be the basis for his desire to break away from a position as research director to 
establish his own firm.’ 

The contrast between New England and the South is not intended to suggest 
that New Englanders are more enterprising than are Southerners. But it does 
suggest that the industrial maturity and the long industrial history of New 
England has provided relatively more people in that area with industrial know- 
how, essential experience and the confidence necessary to start a new business. 
It takes more than capital and ambition to enter successfully in well established 
manufacturing fields. 

An established industrial area is a breeding ground for new entreprenuers. A 
predominantly agricultural area cannot expect to provide the necessary training 
(and certainly not a local surplus of capital in a low income area) to breed its 
own entrepreneurs for industrial expansion. As the South becomes more in- 
dustrialized, it may train more potential entrepreneurs. But with the passage 
of time, new entry into many fields may become increasingly difficult. Tech- 
nological developments are constantly increasing the capital requirements for 
establishing an efficient size firm. The operation of businesses in a managerial 
sense also continues to become mere complex. 

The problem of advancing technology and increasing investment require- 
ments as a bar to new industries was emphasized in a recent U. 8. Department 
of Commerce study which concluded: 


Due to the high investment requirements, newly organized concerns do not generally enter 
in such fields as primary metals, rubber, oil refining, tobacco, heavy machinery and trans- 
portation equipment. While new firms are found in every broad manufacturing group 
(over the 1946-48 period) they are largely concentrated in the lumber and apparel fields, 
and to a lesser extent, in small metal-working and printing shops. 


Plant Location Factors 


The greatly increased national demands of the World War II and postwar 
period were the majcr stimuli for the many recent business decisions to expand 
manufacturing capacity. The geographical distribution of this new capacity, 
however, is explained by the location advantages afforded by different regions 
for the specific types of industries being expanded. 

As a general rule, the plant location decision of a businessman is made in two 


® George H. Ellis, “Why New Manufacturing Establishments Located in New England: 
August 1945 to June 1948,”’ Monthly Review, Federal Reserve Bank of Boston, April 1949, 


p. 2. 
1° Lawrence Bridge and Lois E. Holmes, ‘Sales and Investment Trends of New Manu- 


facturing Firms,’’ Survey of Current Business, June 1950. 
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steps."' First, he selects a general area such as the Southeast. And then he looks 
for a specific community and site within the general area. It is impossible to 
consider and survey all the location possibilities. The businessman, therefore, 
generally tries to limit his search by concentrating on the general area which 
best satisfies the major location advantage for his type of plant. This major 
advantage generally comes from being close to the market, to a source of materials 
or to a supply of labor. The production process and the economics of a specific 
industry determine which of the major location factors—markets, materials or 
labor—is of predominant importance. 

The major location factors of markets, materials and labor are the main issues 
in regional competition for new industry. A number of secondary factors are 
involved in the competition between cities within a general area. Included in 
such secondary factors are taxes, community services, availability of buildings 
and sites, the general attractiveness of a city, and attitudes of community leaders 
toward new industry. 

Over the war period 1939-47, somewhat more than a third of the increased 
manufacturing employment in the Southeast was due to the attraction of avail- 
able raw materials in the region. Another third of the expansion was attracted 
by the region’s rapidly growing markets. And somewhat less than a third was 
based on the labor supply and cost advantages of the Southeast.’ 

Material oriented industries were attracted to the region by forest resources, 
minerals, industrial water, water sites for shipbuilding, electric power, and 
agricultural raw materials. The forest resources alone accounted for one out of 
four new factory jobs established in the Southeast over the 1939-47 period. 
Sawmills and planing mills, wood furniture, and paper and pulp manufacturing 
were the types of expansion supported by the forest resources. 

The types of industries attracted by growing producer and consumer markets 
in the region were well dispersed among the broad industry groups. Expansions 
in food and kindred products such as prepared animal feed, manufactured ice, 
bakery goods, and confectionery products were of considerable importance. 
Other industries that expanded substantially to supply the regional market were 
fabricated metals, machinery, concrete products, cement, printing and publishing, 
electrical machinery, rubber products, upholstered furniture and bedding, 
transportation equipment, paper products, and chemicals. 

The attraction of labor, which ranked behind materials and markets in overall 


"| For a more complete discussion of business practices in plant location, see Chapter 3 
of Why Industry Moves South, by Glenn E. McLaughlin and Stefan H. Robock, National 
Planning Association, Washington, D. C., 1949, a study based upon interviews with officials 
of a large number of firms that located new plants in the South in the postwar period. 

'? These conclusions are based upon an analysis by the author of the four-digit Census 
of Manufactures data for seven states of the Southeast—Alabama, Georgia, Kentucky, 
Mississippi, North Carolina, Tennessee and Virginia. The Census of Manufactures does not 
lend itself to a precise classification of industries on the basis of location factors, and certain 
industries cannot be neatly classified into one or the other of the three major groups. How- 
ever, the questionable items involved only 3 per cent of the total 1939-1947 increase in 
production workers. 
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importance, was highly concentrated in the textile, apparel and footwear in- 
dustries, although certain types of machinery operations were also involved. 

The industry composition of the postwar expansion differed somewhat from 
that of the 1939-47 period, as discussed above, and there was a shift in the 
importance of location factors accompanying this change. Of the total new 
plants surveyed in the Committee of the South study, Why Industry Moves 
South," 45 per cent of the plants were primarily oriented to their market. Ma- 
terial and labor oriented plants totaled 30 per cent and 25 per cent, respectively. 
This study, however, only covered new plants and did not include expansions of 
existing plants in the Southeast. 

The leading importance of the southern market in the postwar period is also 
confirmed by a National Industrial Conference Board study covering the 1946-51 
period.'* Markets have had the greatest influence on plants locating in the South, 
according to the cooperating companies covered in this study. “The rising stand- 
ard of living of the region has opened up markets which formerly were non- 
existent. Many of the companies moving into the South are newcomers, and are 
entering the market without the benefit of existing facilities in the area.’"* 

Other conclusions of the National Industrial Conference Board study were 
that “raw materials and labor supply were of almost equal importance as con- 
siderations when locating plants in the South. The availability of untapped 
sources of labor was particularly important in the east south central and west 
south central portions of the region, where states such as Arkansas and Kentucky 
were able to provide large supplies of adaptable labor. Raw materials were most 
in evidence as a consideration in the southern tier of states where the abundance 
of oil, lumber and chemicals has attracted large numbers of chemical, paper 
and petroleum concerns.’’* 


Relocation v. New Capacity 


Recent industrial growth in the Southeast resulted almost completely from 
new additions to industry capacity rather than from northern plants pulling 
up stakes and moving South. As was pointed out in the Committee of the South 
study, “relocations have made a relatively minor epee: to the postwar 
wave of indusirialization in the South.’” 

The question of relocations is frequently raised as a political i issue in connec- 
tion with the industrialization in the Tennessee Valley. Yet studies which go 
back to 1940 reveal only eight cases of plants relocating in the Valley region out 
of a total increase of several thousand new establishments over this period. These 
eight relocations involved less than 600 employees and none were from New 
England. 


13 Op. cit., p. 26. 
™ Malcom C. Neuhoff, Trends in Industrial Location, Studies in Business Policy, No. 59, 


National Industrial Conference Board, New York, 1952, p. 31. 
18 Thid., p. 31. 
16 Thid., p. 13. 
1” Why Industry Moves South, op. cit., p. 19. 
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Even in the case of the textile industry, where a regional shift to the Southeast 
has been under way for at least 50 years, recent growth in the region has been 
due mainly to the expansion of more efficient operations in the South and a 
closing down by different firms of less efficient operations in other regions. Despite 
the impression given by the unusual publicity accorded those rare cases of moving 
a plant lock-stock-and-barrel from one region to another, only an insignificant 
amount of the industrial expansion in the Southeast has been due to other than 
a net increase in industry capacity. 

The general conclusion that “Outright relocation of establishments is rela- 
tively uncommon” was reached in 1942 in a major study by the National Re- 
sources Planning Board." All available evidence since that time further supports 
this statement. Yet, flailing away at the invisible straw man of relocation to the 
South continues to be a favorite pastime, as evidenced by a recent article in the 
Harvard Business Review.” 


Ill. THE ROLE OF INDUSTRIALIZATION IN SOUTHERN ECONOMIC DEVELOPMENT 


Industrialization assumes a special importance in achieving regional economic 
progress. Increased factory employment has been, and will continue to be, the 
most effective non-government means of increasing the general level of welfare 
in the region. The rapid increase in the Southeast’s per capita income, from 
half to two-thirds of the national average over the period 1929-52, has been 
largely due to the region’s shift from a predominantly agricultural area to an 
important and expanding industrial region. 


The Regional Shift to Manufacturing 


From 1929 to 1952 factory jobs in the Southeast expanded by 74 per cent 
whereas farm employment declined by 43 per cent. In 1929, agricultural employ- 
ment in the region was three times as important as manufacturing. By 1952, 
however, manufacturing and farm employment were about equal in importance 
—each accounting for slightly less than one-fourth of total regional employment. 

As a source of regional income the changing importance of agriculture and 
manufacturing in the Southeast is also very striking. From 1929 to 1952 manu- 
facturing income increased by 398 per cent as compared to only 140 per cent 
for agriculture. In 1929, agriculture supplied 19 per cent of total regional income 
as compared to 15 per cent from manufacturing. By 1952, the positions were 
reversed—manufacturing accounted for 18 per cent and agriculture only 11 per 
cent of total income in the Southeast. 


Manufacturing and Increased Regional Income 


Although a key element, manufacturing has not been the largest direct con- 
tributor to the increased level of total income in the region—from $8.7 billion 


™ National Resources Planning Board, Industrial Location and National Resources 


(Washington, 1942), p. 328. 
” John Tomb, ‘Should Industry Move South?,”” Harvard Business Review, September- 


October 1953. 
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in 1929 to $36.2 billion in 1952. Trade and service activities,” developed in large 
part in response to the advancing industrialization, accounted for one-third of 
the increase in level of total income. Next in importance was the gain in income 
from “government and other” sources,” accounting for almost one-quarter of 
the gain. Manufacturing, although a strategic factor in the total income gain 
ranked third in numerical importance, accounting for almost one-fifth of the 
increase. Agriculture, property income, contract construction and mining jointly 
accounted for almost another quarter of the total. 

The expansion of trade and service activities in the region largely reflects the 
increased income and employment generated by other more basic types of ex- 
pansion. The spurt of government income payments reflects profound changes 
that have occurred throughout the Nation in the role of government. State and 
local government payrolls have kept pace with the general rise in income, re- 
sponding to an increased demand for education, highways, and other communty 
services. The vast expansion of government payments over and above the general 
rise in income is mainly due to the expanded activities of the Federal Govern- 
ment. Federal transfer payments for social security programs, veterans’ benefits, 
etc., in the Nation have increased 15 times over their level a generation ago. 
Federal payrolls have increased tenfold over the last two decades, largely due 
to national defense activities. 

Among the “prime” non-government sources of income, manufacturing gains 
were of leading importance. Industrial expansion was more than twice as im- 
portant as agricultural gains and twelve times as important as mining in ac- 
counting for the rise in regional income. In terms of future possibilities for con- 
tinued increases in regional income, the opportunities in manufacturing appear 
to be even greater relative to farming and mining than was true over the last 
two decades. 

An important factor in the expansion of all segments of the regional economy 
has been an increased demand for regionally produced goods and services. A 
substantial share of the expansion in both the materials and labor oriented sectors 
of the region’s manufacturing industries has been in response to growth of demand 
outside of the region. Part of the increased employment in government reflects 
the increased contribution of the region to the Nation’s security program. The 
tourist and resort industries which serve national as well as regional markets 
have been a factor in the expansion of the trade and service industries. A major 
share of the region’s agricultural output is produced for a national and to some 
extent a world market. And in an economy where movement of population has 
been an important factor in the pattern of regional growth, expansion of these 
“export industries” must be viewed as an alternative to even greater 
outmigration.” 


20 “Trade and Service Income”’ consists of income from wholesale and retail trade, 
service, self-employed and own-account workers, finance, transportation, communication 
and public utilities. 

2 “Government and Other Income” consists of federal civilian and military, state and 
local school and non-school payrolls, military, veterans’ and social security benefits. 
22 For an excellent discussion of the interdependence of the regional and national econo- 
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CHART IIL Lasor Force CuHances THE SOUTHEAST 

Decade 1940-1950 

SOURCES OF WORKERS FOR NEW JOBS PATTERN OF EMPLOYMENT 
814,000 2,500,000 


Workers Leaving Increase in Nonfarm Jobs* 
= 3,651,000 = 
New Entrants to Labor Market” Diy er Loss to ——— Forces* 
767 ,000 905,000 


Unemployed Put to Work* Net Outmigration of Workers 


“Compiled from data in Census of Population, 1940 and 1960. 
» Estimated on the basis of the natural increase in population and the 1950 rate of 
participation of total population in the labor force (37 per cent). 


The Regional Deficit in Non-Farm Jobs 

This emphasis on industrialization as the key to regional economic progress 
is also supported by employment and wage characteristics of the region. Farming 
in the region no longer affords opportunities for increased employment. In fact, 
farm experts are in general agreement that despite recent large-scale declines 
in farm employment a large share of the workers now in southern agriculture are 
under-employed and could be more productive by shifting to non-farm employ- 
ment.” Furthermore, the average earnings of factory workers continue to be 
substantially higher than those of farm workers; therefore, an increase in the 
proportion of the labor force in the industrial fields will greatly increase regional 
income. 

The difference between manufacturing and farm earnings per worker can be 
illustrated by a comparison for the recent year 1951. In 1951, the average annual 
wage for manufacturing workers was 60 per cent higher than the average farm 
income per agricultural worker, $2700 as compared to $1740. This gap between 
factory and farm earnings persisted in the Southeast despite an increase of 338 
per cent from 1929-51 in average income per farm worker,” which reflects both 
the very sharp decrease in total farm employment and a modest increase in total 
farm income. 

The Southeast’s problem of providing jobs in the region for available labor 
force | is illustrated by Chart IIT based on 100-00 Census of Population data. 


mies, par the eunteination of the and major income ommend to regional income 
gains from 1929 to 1952, see Werner Hochwald, ‘‘District Income Through a Generation of 
Change,”’ Monthly Review, Federal Reserve Bank of St. Louis, October 1953. 

% See, for example, Arthur Moore, Underemployment in Agriculture, (Washington: 
National Planning Association, 1952), Planning Pamphlet No. 77. 

* The data on income per farm werker are based upon unpublished research by Vernon 
Ruttan of the TVA Economics Staff. It is generally agreed that farm income estimates 
understate the real income of farm workers. However, farm income estimates include the 
return on a farmer's capital investment as wel! as a return for his labor. 
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Over this recent decade, farm jobs in the Southeast declined by 814,000, entrants 
to the labor force totaled about 2,070,000, and 727,000 unemployed as of 1940 
were put to work. To employ all these available workers in the region would have 
required a total increase of 3,651,000 non-farm jobs. However, this still would 
not have meant full employment for the regional labor force, because under- 
employment in agriculture still existed in 1950. 

As against the more than 3.6 million workers available for non-farm employ- 
ment, non-farm jobs increased by about 2.5 million in the Southeast over the 
1940-50 decade. Thus, after a net loss to the armed forces of 246,000 persons, 
there was a regional deficit of about 900,000 non-farm jobs. 

This job deficit in the Southeast, which occurred even in the 1940-50 period 
of unprecedented expansion, resulted in extensive outmigration to other parts of 
the Nation where jobs were more readily available. The outmigration was heavier 
for Negro than for white workers. In southern agriculture, Negro employment 
declined more rapidly than white employment. In the expanding fields of manu- 
facturing, wholesale and retail trade and construction, Negro employment in- 
creased less than did white employment.** 

The outmigration of total population over the last decade was of course much 
larger than the loss of labor force. From 1940-50, the natural increase in popula- 
tion (excess of births over deaths) was 20 per cent of the Southeast’s 1940 popu- 
lation,?* or about 5.6 million persons. Over the same period, net outmigration 
from the Southeast was 2.1 million, or the equivalent of 37 per cent of the natural 
increase. This outmigration reflects in large part a greater relative economic 
opportunity in other regions than in the Southeast over the recent period of 
large-scale national expansion. During the depression 1930’s, however, when 
job opportunities were not available in other regions, migration out of the South- 
east was not large. Instead, the surplus of workers resulted in greater unemploy- 
ment and underemployment in the region. 


IV. FACTORS UNDERLYING RECENT TRENDS AND FUTURE PROSPECTS 
FOR THE REGION 


In this paper it will not be possible to attempt a comprehensive explanation 
of recent economic trends in the Southeast. However, a consideration of several 
major factors that recently contributed to industrial expansion in the Southeast 
may provide some significant clues to future prospects for the region. 


The Unprecedented Expansion of Our National Economy 


Probably the most important factor underlying recent economic gains of the 
Southeast has been the unprecedented expansion of our national economy. 
Over the last decade total national production almost doubled. The increased 
demand for goods in the Nation as a whole created a favorable environment for 


25 See Stefan H. Robock, ‘‘The Negro in the Industrial Development of the South,” 
Phylon Review of Race and Culture, Atlanta University, Third Quarter 1953, pp. 319-326. 
36 Wardwell, op. cit., p. 109. 
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the expansion of areas like the Southeast, where many of the resources were 
under-developed. 

During the depression 1930's when a large share of the industrial capacity in 
the Nation remained idle it was impossible for any area to make progress in 
industrialization except by enticing existing industry in other areas to relocate. 
But during the expansion and prosperity of the 1940’s, when the need for pro- 
duction was ever increasing, all regions were able to advance economically. 
Prosperity and expansion for the Nation meant many new plant prospects for 
all areas, but depression or stagnation means little opportunity for economic 
expansion in any area. 

Over the 1940-50 decade, the greatest stimulant to national expansion was the 
increased level of Federal defense expenditures. In the five-year prewar period 
from 1936 through 1940 the Federal Government spent an average of about $8 
billion per year. In the following five-year war period from 1941 through 1945 
the average annual expenditures of our national government increased by eight- 
fold to a level of $64 billion per year. After the end of World War II, from 1946 
through 1950, expenditures of the Federal Government—still largely for defense 
or defense related purposes—stayed at a level of five times the pre-World War II 
period, or about $40 billion a year. Since 1950, Federal expenditures again in- 
creased and by 1953 reached a level of more than $70 billion. 

A high level of accumulated consumer demand was another major stimulant 
for the recent large-scale expansion of our national economy. This was due to 
higher incomes and the accumulation of demand from both the war years when 
many consumer products were not available and the depression period when 
people did not have the money to satisfy their many needs. 

Federal defense expenditures played a major role in the economic expansion 
of the Southeast. Direct Federal programs resulted in many new camps, ship- 
yards, military airfields, arsenals and other types of military operations being 
located in the South. The defense expenditures of the Federal Government were 
responsible for the expansion of the Atomic Energy operations at Oak Ridge, 
Tennessee; Aiken, South Carolina, and Paducah, Kentucky. Federal expendi- 
tures also influenced the expansion in the Southeast of privately operated pro- 
duction facilities, such as those producing metals, chemicals, and aircraft. 


Regional Resource Development Programs 

A second major factor in the recent economic progress of the South has been 
the resource development efforts of the Federal, state and local agencies in the 
region. Whereas the national expansion stimulated an increased demand for all 
types of products, resource development programs like those in the Tennessee 
Valley improved the regional capacity to produce the necessary goods. In the 
Tennessee Valley, for example, where industrialization proceeded at a more rapid 
rate than in the Southeast as a whole, an important contribution to economic 
expansion was made by the integrated resource development program under- 
taken cooperatively by the TVA and the state and loca! agencies of the region. 
Through this development program the people of the Valley have been assisted 


‘ 
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in improving the resources and creating a more favorable physical, social and 
governmental environment for the expansion of industry and commerce. 

Through providing an adequate supply of low-cost electric energy TVA has 
encouraged the growth of important electrochemical and electrometallurgical 
industries in the Valley. For example, the location of Oak Ridge atomic energy 
operations was largely due to the availability of power. The navigable channel 
of the Tennessee River now extending for over 600 miles from Knoxville to 
Paducah, Kentucky, created new opportunities for many industries which re- 
quire water transportation facilities. The improved and controlled water re- 
sources of the area have been increasingly important to industrial development 
because of the crucial need for industrial water supplies in many paper, chemical 
and other industries. Forest resource development increased the supply of raw 
materials for paper, furniture and other forest product industries. Agricultural 
development increased the output of agricultural raw materials for dairy prod- 
ucts, vegetable canning and other types of processing industries. Increased plan- 
ning assistance encouraged the development of strong, well staffed state-local 
planning agencies and the improvement of communities. 

These and many other resource development activities have strengthened the 
productive capacity of the region and supported an increased level of activity. 
Such programs have helped both to increase the output of the Nation and im- 
prove the economic welfare of the people of the region. 


Regional Promotional Efforts 

A third major factor explaining the recent economic gains of the region has 
been the initiative, the imagination and the promotional efforts of local groups 
and individuals in the South. An expanding national economy coupled with the 
resource development activities of regional agencies improved the situation for 
the growth of private industry. But the important steps of actually starting new 
industries and of influencing the location decisions of businessmen have been the 
responsibility and accomplishment of individuals of the region. 


Future Prospects 

Efforts to achieve still higher income levels and to expand employment oppor- 
tunities in the Southeast wil! be affected by a large number of factors operating 
both inside and outside the region. 

Of first importance is the present uncertainty about continued rapid expansion 
in our national economy. In a national environment of slow growth, stagnation 
or recession, the Southeast will find it extremely difficult, if not impossible, to 
maintain the rapid rate of industrial gain achieved over the recent past. At the 
same time, the pressure for additional non-farm jobs in the Southeast will con- 
tinue without interruption. 

Anticipated growth in population during the 1950-60 decade will alone ac- 
count for an increase in the labor force of approximately 2.3 million in the South- 
east. The movement out of agriculture can probably make another 600,000 
workers available for non-farm jobs. Thus, almost 3 million new non-farm jobs 
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will be required by 1960 to employ the new entrants to the labor force and to 
reduce further the under-employment in regional agriculture. Even with out- 
migration at the high rates of the previous decade, new non-farm job oppor- 
tunities wil! be required for about 2 million workers. 

With more available workers and more population in the region, large numbers 
of new jobs will be needed just to maintain the present level of per capita income. 
In order to increase the level of income in the region, an even greater expansion 
in jobs will be required. As the Red Queen explains to Alice in Through the Looking 
Glass, “You see it takes all the running you can do to keep in the same place. 
If you want to get someplace else, you must run at least twice as fast as that.” 

Another problem for the future arises out of the past high dependence of the 
region on the expansion of government defense facilities. The outlook for con- 
tinued expansion of such defense facilities in this region is quite uncertain. At 
best we can expect only a small fraction of the expansion of defense facilities in 
the region over the present decade that we experienced over the 1940-50 period. 
In the long pull the Southeast must look more to the expansion of private enter- 
prise along lines not governed primarily by defense requirements. 

A third major problem is that the supply of certain important regional re- 
sources, which greatly stimulated past industrial gains, has become more limited. 
During the last decade, for example, the plentiful supply of low-cost electric 
energy that was avaiiable in the region encouraged the expansion of important 
electro-process industries in the region. The relatively tight power supply situ- 
ation that now exists emphasizes the importance of sustained efforts throughout 
the Southeast to increase the availability of electricity in advance of the re- 
quirements of industry. 

Some other resources in the region have also become less important in attract- 
ing new industry. Minerals such as phosphate rock have become more fully 
utilized than during the last decade. 

There are, however, many other resources in the area that can be effective in 
supporting economic expansion. The labor force of this area can be made one of 
the region’s valuable assets. Programs to improve the training and skills of labor 
in the area can make manpower an important regional attraction for industry. 
The output from forest resources in the Southeast can be tripled. The water 
resources in this area, and water has become an extraordinarily important factor 
for many types of heavy industry, are still extremely attractive as a factor for 
industrial development. Many other factors associated with water transportation 
on the navigable streams, with the development of recreational facilities, and 
with improvements of communities in the Southeast can also be given greater 
emphasis through proper developmental efforts. 

A fourth problem is that some of the types of private industrial expansion 
that have been very important in the past for the Southeast are not as promising 
for the future. The textile industry, for example, which has been responsible for a 
great deal of the recent regional expansion has a much less promising “growth” 
potential for the future. 

This means that in order to increase the number of factory jobs in this area, 
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development efforts must be directed toward such rapidly growing industries 
as the machinery, electrical equipment and metal fabricating industries which 
have not been traditionally important in the Southeast. The machinery and 
electrical machinery industries, although bulking modestly in the structure of 
manufacturing industries in the past, are likely to employ increased numbers 
of persons in the future. In fact, since the end of World War II more than a score 
of plants of the principal electrical equipment manufacturers have been located 
in the region in response to favorable market and labor conditions. Expansion of 
employment can also be anticipated in the paper and pulp and food processing 
industries related to the forest and land resource base. In certain portions of the 
region continued growth of chemical production and employment may also be 
expected. And a large scale industrial dispersion program for defense could mean 
many additional types of manufacturing expansion in the Southeast. 

These are some of the important probleras and opportunities which the region 
faces. Recent economic trends in the Southeast have meant increased income for 
the people of the region and have changed very substantially the nature of 
economic and social life in the region. Further economic progress for the South- 
east depends largely upon the continuation of rapid industrialization trends of 


the past. 
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THE FARMER’S STAKE IN OUR FOREIGN 
ECONOMIC POLICY 


R. W. TRENTON 
Oklahoma Agricultural and Mechanical College 


The foreign economic policy of the United States will be determined by 
Congress in 1954. The farmer’s influence controls the votes to tip the scale of the 
majority. Where wili they go? 

We hope to show that a change in the farm vote should not be considered a 
great surprise. This vote has been consistently protectionist in the last three 
decades; but the self-interest of the farmer and the logic of his position ought to 
convert him to the free trade movement. As soon as agriculture begins to realize 
its true stake in export markets, a reversal of our traditional protectionist 
legislation may become a distinctly practical possibility. 
FOREIGN ECONOMIC PROBLEMS 


In accordance with the provisions of the Reciprocal Trade Agreements 
Extension Act of 1953' the President of the United States has appointed a 
Commission on Foreign Economie Policy to prepare a program for the future 
foreign economic policy of this country. This report will not be the first of its 
type. As a matter of fact, it would be difficult to find any other field which has 
been investigated with equal frequency and thoroughness. In spite of this wealth 
of evidence and substantial agreement on the interpretation of the facts, we have 
been unable to formulate any consistent national policy in the field of foreign 
economics. 

We have one broad policy promoting multilateral trade free of restrictions 
pronounced by the State Department; we have the exactly opposite policy 
practiced by the Department of Agriculture, which uses every restrictive device 
such as quota restrictions, export subsidies, and commodity agreements ab- 
horred by the State Department; finally, we have the Treasury Department and 
numerous lesser agencies, who use the taxpayers’ money to plug the hole opened 
by this policy conflict. 

Why has it been so difficult to come to a policy agreement in this field? The 
recommendations of various study groups are quite explicit. According to the 
recent 1953 report prepared by the Public Advisory Board for Mutual Security 
under the chairmanship of Daniel W. Bell*—to be called the Bell report in this 
paper—we must adopt the following recommendations? 


1. That decisions on trade policy be based on national interest, rather than the interest 
of particular industries or groups; that in cases where choice must be made between 

1 Public Law 215, August 7, 1968, Sec. 301—the Commission has rendered its report on 
January 23, 1954, confirming in substance the views of the Bel! report of 1953. 

* Public Advisory Board for Mutual Security: A Trade and Tariff Policy in the National 
Interest, Washington, D. C., February 1953. 

Ibid., p. 1. 
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injury to the national interest and hardship to an industry, the industry be helped to 
make adjustments by means other than excluding imports. . . . 

2. That a new, simplified tariff act be adopted, providing for general reductions of 
duties. .. . 

5. That tariffs be reduced, and quotas on agricultural products be liberalized to allow 
the freer import of goods that are not produced in this country in sufficient quantity at 
world prices; that section 104 of the Defense Production Act,‘ restricting the import of 


certain agricultural products, be repealed. 


Most economists have subscribed to the philosophy of this report for many 
years; however, it should be quite clear that these or similar recommendations 
will not be enacted until a drastic change of outlook occurs in the views held by 
Congress. The protectionist policy has held majorities in Congress for gen- 
erations, regardless of the party in power. What is the probability for a change of 
viewpoint in the near future? As we shall see upon further examination, a 
majority in Congress represents interests which stand to profit from free trade 
even though many interested parties have so far failed to realize their true 
advantage. 

Who needs the tariff? Who defends special import restrictions in Congress? 
Consumer interests certainly do not, because the consumer foots the bill for 
higher prices paid for protected merchandise. “Big Business” is becoming in- 
creasingly opposed to import restrictions if we consider spokesmen of the Ford 
Motor Company or the Standard Oil Company of New Jersey as representative 
for this group. The Detroit Board of Commerce’ reflected similar views strongly 
favoring free trade. Labor unions are divided on the subject; they reflect the 
viewpoint of their individual firms rather than one definite stand of labor in 
general. With so many groups favoring free trade to some degree, it is difficult 
to see where Congress draws its protectionist strength. 

The strongest protectionist interests in this country are concentrated in very 
old manufacturing industries such as the textile manufacturers or the watch 
makers. Their technical development has kept in step with foreign competitors 
in their own field (with some exceptions), but they have failed to maintain the 
rate of progress set by our younger mass-production industries. Manufacturers of 
motor cars, electrical equipment, and similar products have increased the pro- 
ductivity of their workmen to such an extent that they have raised the wage level 
of all American labor. The less progressive industries had to raise wages in order 
to keep their men, even though they had no productivity increase to justify the 
higher cost per man. The result has been an ever stronger dependence of this 
group on tariff protection. These industries include a long list of minor products*® 
none of which is of vital importance to this country when considered by itself 
alone. But the great number of these small interests combine into a strong 


‘ Expired June 30, 1953; provisions of this section have been continued indefinitely by 
Presidential Proclamation 3019, June 12, 1953. 

5 The Detroiter, May 25, 1953. 

*To mention only a few interests of recent prominence in escape-clause applications: 
manufacturers of wooden clothespins, ladies’ felt hats, motorcycles, briar pipes, glass 


blower articles, etc. 
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pressure group which has been quite able to balance the influence of free traders 
in Congress.” 

The real power of the protectionist bloc cannot be explained by this industry 
comparison. The decisive factor in foreign economic policy issues lies with the 
farm vote, and the representatives of agricultural states have a strong record on 
the protectionist side.* It is true that representatives of farm interests have 
helped to extend our system of reciprocal trade agreements legislation and voted 
for other laws designed to make minor improvements in foreign trade. But on 
major issues, such as the elimination of quota restrictions or other protectionist 
measures, the farm bloc has been the driving force of the protectionist group. 
This paper proposes to show that the farmer has a vital interest in free trade; 
that the protectionist policy of the farm bloc defends only a very small minority 
of agricultural interests, whose much more serious problems cannot be solved by 
import restrictions; and that the protectionist attitude of other farm groups is 
directly opposed to their own long-run advantage, but this fact does not seem to 
be sufficiently clear to many men responsible for molding farm opinion. 

Some observers may feel the farmer is in a position similar to the industrialist 
who failed to maintain the pace of progress set by mass-production industries. 
If this were the case the protectionist stand of agricultural groups could be easily 
explained as the result of fear of the law of comparative advantage in a free- 
trading world economy. However, this view does not seem to be justified. The 
major farm crops continue to be large export commodities. They could not 
maintain their position in the world market without being competitive. Our 
export-subsidies are caused by artificial domestic prices rather than lack of 
competitiveness. The recent shrinkage of farm commodity exports is the result of 
foreign dollar-shortage, it is not the consequence of losing markets to mass- 
produced goods. The available dollar supply abroad, largely based on United 
States imports, determines the volume of agricultural exports in a decisive 
manner. The protectionist attitude of the United States farmers cannot be 
explained by a lack of farm productivity. 

We must first deal, however, with the widespread view that our tariff has been 
reduced so drastically over a period of about twenty years that it is time to give 
ourselves a pat on the back and relax without bothering with the few remaining 


7’ The strength of a pressure group defies by its nature exact measurement. A signifi- 
cant clue to the importance of this group can be gained from the composition of a recently 
created protectionist organization called “The Nation-wide Committee of Industry, 
Agriculture and Labor on Import-Export Policy’? which claims to represent more than 
fifty industries, agricultural groups and labor organizations according to Free T'rade—A 
Form of Economic Pacifism, December 1953, distributed by this committee. 

*D. Gale Johnson in his detailed study, Trade and Agriculture (Wiley, 1950), traces 
the source of agricultural protectionism to the depression (page 10): ‘‘The breakdown of 
international trade in the thirties and the failure of those following the tradition of liberal 
trade to offer a solution for the great instability that resulted meant that farm people, 
as well as others, turned to nationalistic measures for help.”’ 

This writer is largely in agreement with the views expressed in Trade and Agriculture, 
but goes one step further by demonstrating that present farm policy is not only incon- 
sistent with national policy but hurts the majority of agricultural interests directly, 
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import duties. Such views are frequently based on a deplorable abuse of statis- 
tical evidence. They use a comparison of the amount of duty collected with the 
value of dutiable imports which shows a gradual reduction from about 50 per 
cent in the early thirties to about 12 per cent in 1952.° The implication of this 
comparison is, of course, a spectacular decrease in United States tariff rates. 

What does this statistical ratio really mean? The duty collections for this 
entire period have depended preponderantly on specific duty rates. These are 
definite, fixed rates based on the quantity of the imported items, such as 10 cents 
duty per pound. This type of duty prevails for those goods which are sufficiently 
scarce in the United States to render supplementary imports essential to the 
domestic economy;'® therefore we do not want to prevent their importation 
with prohibitive rates. The quantity of goods imported subject to these low, 
fixed rate duties increased in periods of domestic prosperity because larger 
amounts of foreign raw materials are needed. The specific rates also fail to reflect 
the price rises which have prevailed all over the world during the past twenty 
years.'' The spectacular drop in this statistic is the combined result of a domestic 
boom in the United States and of world-wide inflationary forces rather than the 
exclusive effect of reduced tariffs.'"* The most protective duties are expressed as a 
percentage of the value of the item (ad valorem duties), and when these rates 
accomplish their purpose nothing is imported at all. The real protectiveness of 
these duties cannot be measured by the revenue which they produce since we can 
only guess how much we might have imported without an insuperable tariff 
barrier. 

Another comparison frequently used for the same purpose is equally irrelevant. 
A measurement of present rates as a percentage of the rates of 1930 (our all- 


* Bell report, op. cit., p. 18. See also p. 4. 

1° Such as scrap iron, manganese ore, molybdenum, tungsten, sugar, etc. 

"Tf imports of 1000 pounds of tungsten carry a specific duty of 50¢ per pound, total 
collections for the shipment will be $500 regardless of the value of the material; should 
the value of the merchandise double, the percentage ratio of the same amount of duty is 
cut in half. 
2 The following statistical excerpts illustrate the case. (Source: Annual Report of the 
Secretary of the Treasury for the Fiscal Year ended June 30, 1952, p. 714, Table 87.) 


Comparison of Value of Dutiable Imports and Amounts of Duties Collected 
1938-1952 (extracted) 


(Millions of Dollars, Compound Duties Omitted) 


PER CENT OF PER CENT OF 


Soene epactric AD VALOREM TOTAL VALUE TOTAL DUTY 
Value | Duty | Value | Duty | Value | Duty | Specific | Ad. Val. Specie Ad. Vo 

1938 909 348 575 224 277 90 63 31 644 6 
1946 1592 429 1103 323 430 8&3 69 27 75 19 
1948 2489 402 1878 271 530 105 76 21 os 26 
1950 3064 415 2338 264 616 117 76 20 64 28 
1951 4919 615 3511 346 1202 D7 71 25 56 | 34 
1952 4368 541 3002 294 1171 191 69 26 55 385 
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time peak) shows a sharp drop. This decline is not necessarily an indication of 
significant tariff reductions. A tariff rate operates like a wall designed to keep a 
child in his back yard. As long as this obstacle is high enough to prevent the 
youngster from scaling it, such a barrier is fully effective. The fact that it used 
to be forty feet high and quite an eyesore but has now been reduced to twenty 
feet fails to justify the claim that the child has much more freedom of movement 
now than he had before. Our present tariff is still full of unscalable walls which 
demand our attention.” 


THE FARMER’S INTEREST 


A study of the farmer’s interest in this question must focus first on the fact 
that the United States is over-all “the world’s largest exporter of agricultural 
products.” The value of these exports amounted to $4 billion in 1951, which 
was approximately twelve per cent of total cash farm income. Any action likely 
to iraperil such a sizeable share of agricultural income must be based on strong 
reasons. 

The need for export markets has been increased significantly by developments 
of the past decade. To brush off our present dependence on foreign customers as 
a post-war adjustment problem would be quite incorrect. Our major export 
crops have depended on markets abroad even before the war to a large extent. 
In 1930 the United States exported 12 per cent of the wheat crop, 29 per cent of 
the raw cotton and 21 per cent of the rice produced. In the meantime as 4 result 
of the progress made in agriculture, we have increased our annual wheat crop to 
4 minimum of about 1000 million bushels (much more in good crop years) which 
compares with a normal domestic need of about 700 million bushels. On this 
basis the American wheat farmer must depend now on export markets for 30 
per cent of his crop or reduce his wheat acreage—a most irksome alternative. 

Fom the viewpoint of their interest in foreign trade we may classify agri- 
cultural interests in five groups: 

1. Export crops whose domestic price remains at the world market price. 

2. Export crops supported domestically above world market price. 

3. Import commodities not produced domestically. 

4. Import commodities produced domestically in insufficient quantitites. 

5. Import commodities produced domestically at a volume claimed to 
be sufficient by producers to satisfy the demand of the public. 


AGRICULTURAL EXPORT COMMODITIES 


We shall now consider each case separately. Agricultural interests in group 1, 
export crops traded domestically at world market prices, have virtually ceased to 


" Compare the following quotation from the Bell report, op. cit., p. 19: ‘‘Where tariff 
reductions have been made, they have fallen short of bringing some goods into the range 
where they can be exported to the United States in significant volume. In negotiating 
tariff reductions, extreme care has been taken to avoid reductions that would permit in- 
creases in imports that might cause serious injury to domestic industry.” 

 Tbid., p. 4. 
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TABLE 1 
Exports of Price-Supported Agricultural Commodities 
(Average 1949-52) 


VALUE IN MILLIONS PER CENT OF DOMESTIC 


Source: U. 8. Department of Agriculture. 


exist. The reason for their disappearance may be found in our domestic price- 
support program. Under the provisions of the Agricultural Act of 1949, the 
Secretary of Agriculture must support the price of twelve commodities at a level 
which has no reference to world market prices and is usually nigher. The com- 
modities are not limited to crops in short supply domestically which must be 
supplemented by imports such as wool. It includes all major export crops— 
wheat, cotton, and tobacco. 

These major export crops form the bulk of the second group which depends 
on the world market. 

The figures given in table 1 include about two-thirds of the value of our 
agricultural exports. They indicate the vital interest of the wheat and cotton 
farmer in the export market. More than one-third of our total production of these 
key commodities was sold abroad. Any drop in our exports inevitably leads to 
the accumulation of burdensome domestic surplus causing acreage allotments or 
price cuts; in any case, the result means lower farm incomes. We already feel the 
consequences of such a development. Both wheat and cotton exports have 
dropped substantially in the 1951-52 crop year. Cotton exports have been 
reduced from 5.5 million bales in 1951-52 to 3.5 million bales in 1952-53. Wheat 
exports have dropped from 475 million bushels in 1951-52 to about 325 million 
bushels in 1952-53. Acreage allotment on the next wheat and cotton crops has 
been the result of this reduction.'® 

This example illustrates the intimate connection between the welfare of our 
farmers and the maintenance of agricultural exports. This group comprises by 
far the largest segment of our agricultural population. In the interest of its own 
pocketbook the farm bloc should be expected to favor a free-trade policy with 
the goal of breaking down foreign restrictions discriminating against our farm 
commodities. Increased imports of manufactures or of anything else from 

1* Compare Foreign Agriculture, September, 1953, by the United States Department 
of Agriculture. This issue has been dedicated to the ‘‘serious problem” created by a recent 
drop in exports of farm commodities. ‘Our agricultural exports during the 1952-53 year 
were 30 per cent below the preceding year and about 20 per cent below the 5-year aver- 


age of 1947-48 through 1951-52. This sharp decline in the value of our agricultural exports 
has been a major factor in reducing the economic status of American Agriculture during 


the past twelve months.” 
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abroad would provide more dollars for foreign countries which they could use to 
buy our wheat and cotton. Why have our farmers failed to act accordingly? 

There are several reasons which explain this strange attitude. The individual 
farmer does not think of himself as an exporter. He sells his crop locally to a 
merchant who is equally removed from the export field. It takes numerous 
transactions before his product reaches export channels, and it is, therefore, 
difficult for a farmer to realize how much of his crop will eventually be consumed 
abroad. His lack of contact with the final distribution narrows his outlook and 
causes an attitude in conflict with his long-run advantage. 

Farm organizations, however, are keenly aware of the “big picture’ and the 
need for export markets. Why do they fail to inform their members of the true 
situation? Why do they faver a protectionist attitude? They favor all attempts to 
liberalize foreign trade except for the importation of agricultural products. 
Allan B. Kline, President of the American Farm Bureau Federation, recognized 
the problem in his testimony before the Committee on Agriculture and Forestry 
of the U. 8S. Senate'* in the following words: “In agriculture any substantial loss 
of export volume would hasten and intensify the need for acreage controls, 
marketing quotas, and other restraints on production. This ultimately would 
mean less income for farmers.”’ But a few minutes later he favored “legitimate 
and necessary protection to agricultural products.” The statement presented to 
the same committee by the National Farmers Union is more frankly protec- 
tionist.'’ The statement of the National Grange is the least protectionist of these 
three organizations, but it is equally firm in the defense of restrictive policies 
when it comes to actual legislation.” 

We find the reason for this strange conflict in the peculiar type of domestic 
price support program in use for twelve farm commodities including our major 
export crops. Under this program we maintain high prices at home without 
reference to the world market. One of the inevitable consequences of this system 
is the need for barriers against imports since we would be forced otherwise to 
support the prices of the entire world production. This paradoxical necessity of 
a tariff wall to prevent the importation of our export crops has the prime re- 
sponsibility for the self-defeating attitude of farm export interests. The logical 
answer to this problem would be a revision of our price-support techniques in 
such @ manner as to avoid the damage to vital exports. Economists have long 
recognized that this change is quite possible, but, the major farm organizations 
have failed to agree on @ revision. Only in 1953 have we encountered a determined 
effort toward improvement. 


1* United States Senate, Committee on Agriculture and Forestry, Hearings on Exports 
and Imports of Agricultural Commodities, April 14, 1953, pp. 83-84. (Called hereafter Senate 
Hearings.) Compare also the statement of the same organization before the House of 
Representatives, Committee on Foreign Affairs, Hearings before the Subcommittee on 
Foreign Economic Policy, March 12, 1953, pp. 24-26. 

'T Senate Hearings, pp. 213-234 (April 21, 1953). 

'* Senate Hearings, pp. 133-164 (April 16, 1953). Compare also the testimony of the 
same organization before the House of Representatives, Committee on Ways and Means, 
Hearings on the Trade Agreements Extension Act of 1953, pp. 783-793. 
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TABLE 2 


U.S. Imports for Consumption of Complementary and Supplementary Agricultural 
Products, 1948 thru 1952 


(Millions of Dollars) 


Source: U. S. Department of Agriculture. 


Our major hope for a reversal of the protectionist stand of farm interests rests 
on the adoption of a revised domestic farm program. Numerous proposals'* 
have been advanced over the years to accomplish a break with rigid “parity” 
supports and the present accumulation of increasingly unmanageable crop 
surpluses makes congressional action strictly a matter of time; however legis- 
lative results of the 1954 session cannot be predicted at the present moment. 

A discussion of the relative merits of various proposals from the viewpoint of 
our foreign economic situation would be a suitable subject for a separate study. 
Without going into details we may point out that the new proposals require a 
lesser degree of protection. A major advantage of all two-price plans consists in 
their limitation of supports to specific segments of domestic crops. Since com- 
petitive foreign crops could not qualify for this assistance, there is no need to 
exclude them with tariff walls or quota restrictions. The charge of dumping 
which is occasionally raised in discussions of a two-price system seems to be less 
serious than the maintenance of our present quota system which allows our 
customers no defense.”® All these alternative plans show that it is possible to 
maintain agricultural income at home without defending export crops with the 
type of restrictions we fight abroad. 


AGRICULTURAL IMPORT COMMODITIES 


We must now direct our attention to the imports of agricultural commodities. 
The value of our imports in recent years has been as high as that of our exports; 


1* A convenient listing of eight different forms of price support may be found in the 
United States Senate, Committee on Agriculture and Forestry, 83rd Congress, Hearings 
on Foreign Trade in Agricultural Products, Part 1, p. 162. The same source sketches in de- 
tail a two-price system suggested by the testimony of J. T. Sanders, Legislative Counsel, 
The National Grange, pp. 156-164. 

The need for a new domestic farm policy is recognized explicitly by the American Farm 
Bureau Federation as shown by the Resolutions adopted at the 35th Annual Meeting of 
the Federation, December, 1953. See AF BF News Letter, December 21, 1953. 

2° This statement should not be construed as an all-out defense of any two price sup- 
port plan as it is rigidly limited to the possible repercussions of a change in the foreign 
field. Other plans, less popular politically, have strong economic merits. D. Gale John- 
son, op. cit., Chapter VII. 


1948-49 1,469 | 1,532 | 3,001 ' 
1949-50 1,625 | 1,553 | 3,178 
1950-51 2,858 | 2,289 5,147 

1951-52 2,728 | 1,970 4,698 
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TABLE 3 
Supplementary Imports of Agricultural Commodities, 1951 


DOMESTIC CASH FARM| PER CENT OF TOTAL|  U. S, IMPORTS IMPORTS AS % OF 


RECEIPTS ($1,000) FARM RECEIPTS ($1,000) 


500, 567 
‘ 34,131 
Tung nuts... 9,421 
451,614 


1U. 8. mainland only. 
Source: U. 8. Department of Agriculture. 


however, more than half of these imports were in the category of complementary 
products, that is, import commodities not produced domestically. Coffee and 
rubber alone account for over eighty per cent of this import group. The im- 
porters of these and other agricultural products grown in tropical climates, such 
as cocoa, tea, and bananas, are naturally opposed to all tariffs. This trade, how- 
ever, is not connected with domestic farm interests, and the trader’s viewpoint 
remains ineffective in farm policy councils. 

In group 4 we encounter a thorny conflict of interests. This group is composed 
of commodities which we produce domestically, but only to such a modest 
extent that there is no possibility to supply our demand without additional 
imports. The statistical treatment of our supplementary imports customarily 
lumps together all imports of products which can be produced here regardless of 
our need for imports. Their problems differ substantially. Where we must have 
imports to fill the domestic demand we deal with a truly supplementary product; 
where our producers believe they are able to satisfy all the market demand we 
may describe imports more appropriately as competitive. 

The policy recommendation made by the Bell report with reference to sup- 
plementary import commodities is quite outspoken.” ‘When domestic producers 
cannot meet domestic demand for any commodity except at prices higher than 
those at which imports are available, import restrictions should be reduced or 
removed, unless there is some special justification for their continuance.” The 
major interests in this group are the producers of sugar and wool, and it is easy 
to realize why they would strongly disagree with this suggestion. Their special 
position is responsible for some of our worst restrictions, particularly for the use 
of quota restrictions under Section 22, Agricultural Adjustment Act of 1935, as 
amended. Table 3 lists farm products for which we depend largely on imports 
showing the value of the domestic crop in these products and the percentage 
each crop value forms of total farm income. The insignificance of these crops in 
the total picture of our agriculture is startling. 

Wool production illustrates the difficulties of our international farm price 
policies particularly well. Domestic wool production cannot supply our demand 


Bell report, op. cit., p. 23. 
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at a price which leaves wool in a competitive position with other textiles. It is 
not an expanding product. In spite of all types of special assistance, the do- 
mestic production of wool has been declining steadily from 455 million pounds 
(grease basis) in 1942 to 250 million pounds in 1951. Less than one per cent of 
agricultural income is derived from wool production. To produce even this 
smal] amount the price of domestic wool needed strong support.” Tariff protec- 
tion against imported wool has been substantial. It cannot be raised to levels 
which prohibit imports completely since we do need foreign wool for more than 
half our requirements. World wool prices have been fluctuating sharply; a 
tariff which would protect domestic producers fully when world prices are low 
would render imported wool too expensive for many uses when world market 
prices increase. With the current tariff rates, imported wool prices have been 
lower than our support prices, forcing our government to accumulate domestic 
wool while we use mostly imports. This absurd situation has prompted a de- 
mand for relief under the provisions of Section 22 of the Agricultural Adjust- 
ment Act.” This law permits the use of import quotas to-prevent the importa- 
tion of any product beyond our absolute requirements. This type of restriction 
is the one used most effectively abroad to discriminate against our wheat and 
cotton exports. The protests of our State Department against quota restrictions 
sound rather unconvincing to our customers abroad who never fail to emphasize 
that we use the same protective technique. We may do well to ponder the 
wisdom of absolute protection of an insignificant section of agricultural produc- 
tion at the expense of our export interests. 

If this self-defeating technique of quota restrictions is a bad policy in the 
case of a relatively important product such as wool, the same criticism is even 
more firmly warranted in the case of minor products such as filberts which 
are also under quota protection authorized by the same Section 22.% 

Sugar production presents a rather special case of import product. While 
domestic production covers only about twenty-eight per cent of the total supply, 
Hawaii and Puerto Rico are included in our customs area, and the two territories 
produce nearly as much sugar as the American mainland. Not quite half of our 
sugar supply comes from abroad, mostly from Cuba and to a lesser extent from 
the Philippines. Sugar imports have been regulated with a tariff and an annual 
quota determined by the Secretary of Agriculture under the provisions of the 
Sugar Act of 1948. Recent negotiations toward international regulation of 
sugar production and exports in the interest of a stable world market may 
cause a changing attitude toward our domestic policy. 

In this group of supplementary imports we found the origin of our need of 

2 This support is assured by the Agricultural Act of 1949. 

2 A special seven cents a pound import fee has been proposed by the Department of 
Agriculture “‘to insure marketing of the 1953 domestic wool clip, plus half the stocks ac- 
quired by the C.C.C. under the price support program”’ as reported by the N. Y. Times, 


September 1, 1953. 
% Presidential Proclamation # 3020, June 17, 1963, imposing an import quota on shelled 


filberts. (Proclamation 2991, Sept. 25, 1952.) 


- 


338 R. W. TRENTON 


quota protectionism even though these interests represent less than two per 
cent of the farm income. 

Group 5 includes commodities imported in direct competition with domestic 
production. The most important category in this group is composed of dairy 
products. Their extremely protectionist viewpoint has been widely publicized. 
To what extent could imports hurt the dairy business? The gross farm income 
from dairy products in 1951 was about $5 billion. About $1 billion of dairy 
products was consumed on the farm or sold at retail by farmers. The value of 
whole milk sold was about $3.5 billion. Imports do not. compete to any notice- 
able extent with this part of dairy output. The demand for protection of dairy 
products is therefore limited largely to a defense of butter and cheese. It is true 
that the value of butter sales has dropped steadily since the war. But we all 
realize that a protectionist wall cannot save the butter situation when oleo- 
margarine at half the price conquers the market.** Only a more realistic ap- 
praisal of the competitive position of butter can help the producer. His pro- 
tectionist efforts against foreign competitors are clearly misdirected. 

One of the most publicized protectionist efforts has dealt with the introduction 
of import quota restrictions of cheese. This type of restriction was first intro- 
duced by Section 104 of the Defense Production Act of 1950 and has been 
maintained in different forms since that date. The passage of this provision 
drew nation-wide attention. This restriction was directly opposed to our pro- 
claimed national policy. The benefits from this break in policy were minor even 
for the dairy producers. Domestic cheese production had long been a small 
factor in the dairy field although it showed a gradual increase from 492 million 
pounds in 1931 to 1,191 million pounds in 1952. This increase was the result of 
larger per capita consumption of cheese by the American people. In such a 
rising industry it is difficult to present a convincing case for protection since 
the evidence shows that production is actually expanding. Imports of cheese 
constitute about five per cent of the domestic production; since the price of 
imported cheese has remained above the domestic level, imports have failed to 
capture a proportionate share of the increasing domestic market. In spite of 
this very favorable situation, quotas applied under the new provisions of Section 
104 cut cheese imports in half. If we further consider that the principal suppliers 
of foreign cheese are nations importing other agricultural commodities from us in 
excess of their cheese exports, our policy becomes even more incomprehensible. 
The damage done to the broad interest of agriculture by a minute share of the 
dairy industry shows a lack of proper focus for our policy. This is truly a case 
of the tail wagging the dog !”* 

*6 (All figures are million pounds). 


Civilian consumption of butter 
Civilian consumption of oleo-margarine...... 


Source: U. 8. Department of Agriculture. 
26 Foreign Agriculture, September, 1953, op. cit., pp. 165-166: ‘‘The great bulk of United ° 
States Agricultural exports is subject to quantitative restrictions by foreign governments. 


: | 1934 | 1942 | 1982 
..| 2,312 | 2,002 | 1,206 
264 CO 397 (1,286 
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SUMMARY 


To sum up our analysis of agricultural interests, we find that less than ten 

per cent of farm income is earned with products in need of protection against 
competing or supplementary imports. More than half our farm population 
depends on exports. Their real interests ride with the advance of free trade 
abroad and the abolishing of quota restrictions discriminating against our 
agricultural products. But their policy statements have favored protection 
born from fear of the repercussions free trade might exert on our domestic 
price support program. There is real hope that in the current revision of agri- 
cultural policy a new domestic farm program will evolve which does not force 
the farmer to advocate a self-defeating foreign economic policy. A realistic 
evaluation of the true farm interest may also move farm-state representatives 
in Congress from the protectionist to the tariff-reducing side in spite of the 
disproportionate pressure exerted by a less than ten-per-cent section of farm 
interests. 
In 1952 about 80 per cent of those exports . . .” ‘‘About 3 per cent of our supplementary 
agricultural imports were under quantitative restriction in 1952, exclusive of the 22 per 
cent controlled under the Sugar Act. Hence, the elimination of quantitative import re- 
strictions here and abroad . . . would appear to be in the overall interest of American 
agriculture.” 


: 


ISSUES IN CONGRESSIONAL TARIFF DEBATES, 
1890-1930* 


WILLIAM R. ALLEN 
University of California at Los Angeles 


Classical—and pre-classical—international trade theory was developed 
largely in response to problems of public policy. But the content of American 
congressional tariff debates should be referred to as “theory’”’ only for verbal 
convenience. In the voluminous debates, interspersed with considerable quanti- 
ties of factual data, there has been little evidence of the logical deduction of 
conclusions from stated and consistent hypotheses.' As Taussig observed, it is 
“disheartening” and ‘“‘depressing”’ to find such universal dismissal or distortion 
of the principles of trade theory.” 

Some might object that it is not meaningful to criticise the discussants in 
public tariff debates on the basis of formal theory.* However, much of the ulti- 
mate worth of theory is its contribution to the comprehension of public policy 
issues. If, on this basis, international trade theory is considered to have merit, 
it must be relevant to compare the debates with the deductions of theory. If a 
theory is helpful to the economist, it can scarcely be folly to the legislator.‘ 

There has been, of course, much empirical, descriptive, and historical work on 
the tariff. The literature includes legislative-political histories and analyses,* 
at least one notable study of the role of the tariff in America’s economic growth,*® 


* Professor R. 8. Smith has made many helpful suggestions. The work was largely com- 
pleted while the author held a fellowship of the Social Science Research Council. 

1 Cf. F. W. Fetter, “Congressional Trade Theory,” American Economic Review, XXIII 
(1933), p. 426. 

* F. W. Tavussig, Tariff Debate of 1909 and the New Tariff Act,” Quarterly Journal 
of Economics, XXLV (1909), pp. 7-8, 10. 

* On this and similar matters, see J. Viner, ‘“The Short View and the Long in Economic 
Policy,”’ American Economic Review, XXX (1940), pp. 1 ff.; also R. K. Merton, Social 
Theory and Social Structure (Glencoe: The Free Press, 1949), chap. vi. 

* Speaking generally, the congressional tariff arguments of 1890 were not significantly 
different from those of 1930—or still later dates—except that advocacy of commercial 
liberalism tended to lose strength during the period reviewed here. And Jacob Viner has 
remarked (Studies in the Theory of International Trade [New York: Harper and Brothers, 
1937], pp. 73-74) that modern protectionists offer few arguments not found in mercantilist 
literature. Perhaps the history of public tariff debates offers exceptions to the famous 
generalization of J. M. Keynes (The General Theory of Employment, Interest and Money 
(New York: Harcourt, Brace and Co., 1936], pp. 383-84) that ‘‘the world is ruled by little 
else’ than ‘“‘the ideas of economists and political philosophers,’’ that “it is ideas, not 
vested interests, which are dangerous for good or evil.”’ 

* Outstanding is F. W. Taussig, Tariff History of the United States (New York: G. P. 
Putnam’s Sons, 1931). See also A. Isaacs, International Trade: Tariff and Commercial 
Policies (Chicago: Richard D. Irwin, 1948). E. E. Schattschneider, Politics, Pressures and 
the Tariff (New York: Prentice-Hall, 1935) presents an analysis of the committee hear- 
ings on the Smoot-Hawley bill of 1929-30. 

*F. W. Taussig, Some Aspects of the Tariff Question (Cambridge: Harvard University 
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and considerable work on the Trade Agreements Program.’ This paper on 
public tariff debates investigates part of a field heretofore largely ignored.* 
The objective of surveying congressional tariff debates is not to recount the 
legislative procedures by which tariff laws have been passed nor to lay bare the 
real political-economic-social forces which actually shaped the legislation. 
Rather, the purpose is to determine the avowed line of thought and mode of 
analysis of the congressmen. What, on the basis of their public utterances, did 
they conceive to be the economic issues? With what economic philosophy and 


theory did they purport to approach these problems? What, allegedly, did they | 


hope to accomplish by their proposals? In short, what was the “intellectual 
basis’ of modern American tariff legislation ?* 

It is reasonable to designate the McKinley Act of 1890 as the first “modern” 
tariff legislation. This act raised the tariff to new heights, and stringent protec- 
tion as a permanent policy was widely accepted;'® in addition, the 1890 act 
included for the first time a reciprocity provision." Since the Trade Agreements 


Press, 1931). See also the analysis of L. A. Metzler, ‘“Tariffs, the Terms of Trade, and 
the Dis‘ribution of National Income,”’ Journal of Political Economy, LVII (1949), esp. 
pp. 26-28. 

7 The best general survey of the first years of the program is H. J. Tasca, The Recip- 
rocal Trade Policy of the United States (Philadelphia: University of Pennsylvania Press, 
1938). Grace Beckett, The Reciprocal Trade Agreements Program (New York: Columbia 
University Press, 1941) gives a detailed statistical review. See also United States Tariff 
Commission, Operation of the Trade Agreements Program, June 1984 to April 1948 (Wash- 
ington: Government Printing Office, 1949), supplemented by an additional pamphlet 
annually. 

* Exceptions are Fetter, op. cit., pp. 413-27, and my ‘‘The International Trade Pkilos- 
ophy of Cordell Hull, 1907-1933," American Economic Review, XLII (1953), pp. 101-16. 
Otherwise, there is little after E. Stanwood, American Tariff Controversies in the Nine- 
teenth Century (New York: Houghton Mifflin Co., 1903), 2 vols., and the orientation of 
this study is largely political. ‘‘Contemporary’’ debates on the Trade Agreements Act 
have been summarized in the series, Survey of United States International Finance 
(Princeton: Princeton University Press, 1950, 1951, 1952). 

* We shall not be concerned with such matters as the impact of sectional interests or 
the influence of pressure groups on the stated philosophies and the voting records of the 
participants. It is not readily apparent how one might indicate clearly the degree to which 
the utterances cf the debaters reflected their genuine convictions, or what influences— 
psychological, educational, pclitical, geographic, economic—ultimately determined their 
convictions. The economist has no peculiar competence for such studies in the “sociology 
of knowledge.’’ But insofar as the content of the debates pertains to economic theory, 
it is evident where responsibility for analysis rests. For introductions to the nature of 
the sociology of knowledge, see K. Mannheim, Ideology and Utopia (New York: Harcourt, 
Brace and Co., 1936), parts I and V; Merton, op. cit., pp. 199-216. And for summaries of 
theories in this area, see Merton, op. cit., pp. 217-64. 

°F. A. Fetter, in L. 8. Lyon and V. Abramson, eds., Government and Economic Life, 
(Washington: Brookings Institution, 1940), vol. 2, p. 572. 

1! The reciprocity program under the McKinley Act, based upon penalties rather than 
concessions, differed materially from the approach stipulated in the Trade Agreements 
Act of 1934. Nevertheless, the earlier act established a precedent for authorizing the Pres- 
ident to undertake, with considerable discretion, commercial negotiations. 


| | 
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Program begins a distinct chapter in United States tariff history, this survey 
will close with the 1929-30 debates.” 


THE BASES AND ADVANTAGES OF TRADE 


While discussing the tariff, congressmen of 1890-1930 were at their worst 
with respect to the reasons for, and gains from, trade. In the extended tariff 
debates over the 40-year period, the writer has found scarcely any acceptable 
statements of the comparative cost doctrine.* Occasionally, an absolute cost 
conception was advanced."* 

Certain gains from trade were suggested, but, for the most part, the opponents 
of high protection took a defensive, negative stand. They were content to point 
out alleged evil results of tariffs, e.g., the fostering of monopoly, or to deny 
the beneficient effects claimed for protection, e.g., the raising of wages. But 
rarely did the anti-protectionists, generally Democrats, vigorously claim positive 
benefits from trade. 

In several of the debates, the advocates of a comparatively liberal commercial 
policy stressed the importance of exports to the prosperity of the country. 
It was argued that the United States had become so highly productive that, 
assuming full employment, it inevitably would produce much more than it 
could consume. These ‘“‘surpluses”” must be sold in foreign markets, or they 
would necessarily glut the domestic market.'* The desire of the low tariff ad- 
vocates for greater exports was typically coupled with the realization that 
exports imply imports. 


2 The basic principles of the Trade Agreements Act were separately adopted in legisla- 
tion during this 40-year period, including: (1) tariff negotiation by executive agreement 
(Acts of 1890 and 1897); (2) congressional delegation to the President of power to adjust 
the tariff within prescribed limits (Acts of 1922 and 1930); (3) official American accept- 
ance of the unconditional interpretation of the most-favored-nation clause (1922-23). 
Generally, during the period, there continued the secular upward trend in rates of duty 
which began in the Civil War; the only significant exception was the Underwood Act of 
1913. 

For the same conclusion with regard to the 1929-1930 debates, see Fetter, ‘Tariff 
Theory,” p. 423. Perhaps the best effort was made by the Democratic majority of the 
House Ways and Means Committee in 1913: ‘‘There are also numerous commodities whose 
production is carried on in countries which have a much smaller natural aptness for them 
than do others, because the latter, which might compete successfully with them, have a 
far greater advantage in producing some other commodity. Thus, if State No. 1 can pro- 
duce both corn and wheat more cheaply than State No. 2, it does not follow that it will 
do so. If its advantage in the production of wheat is disproportionately greater than its 
advantage in the production of corn, it wiil devote attention chiefly or wholly to that 
commodity in which it has the greatest surplus of productive power.’’—House Report 5, 
63 Cong., 1 sess., April 22, 1913, p. xiii. 

™ Congressional Record, May 7, 1890, pp. 4257, 4264; ibid., July 9, 1921, p. 3499. Only 
sample references are made here and on most other points hereafter because of space limi- 
tations. 

1® House Report 1466, 51 Cong., 1 sess., April 16, 1890, minority report pp. 23-26, 27; 
House Report 248, 67 Cong., 1 sess., July 3, 1921, minority report, pp. 53-55; Cong. Rec., 
April 26, 1922, pp. 5994, 5996-97, 5998, 6001; House Report 7, 71 Cong., 1 sess., May 11, 
1929, minority report, pp. 1-2, 4-7; Cong. Rec., January 15, 1931, pp. 1622-26. 
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After the first World War, particularly in the 1921-1922 debates, a few 
members of Congress realized that, as one consequence of the interrelation of 
exports and imports, payment of European debts to the United States neces- 
sitated enlarged imports by this country.'® 

Especially during the debates from 1890 to the war, Democratic congressmen 
argued that imports, in themselves, directly served two useful purposes. First, 
lowering tariff barriers to a reasonable height (insofar as tariffs were to be 
retained at all) would allow consumers to buy in the naturally cheapest market— 
which in some instances would be a foreign market."’ Second, producers should 
be able to import raw materials without paying a duty; cheaper materials would 
both lower prices to domestic consumers and enable American producers to 
compete more effectively in the world market.'* 


GAINS FROM PROTECTION 


To the protectionists in Congress, “the tariff is purely a domestic issue.” 
Since high tariffs are for the nation’s advantage (the duty is paid by the 
foreigner), opposition of other countries to a tariff bill was an excellent indica- 
tion that the proposed legislation was good.'* The purpose of the tariff was to 
give “fair protection” and “reasonable encouragement” to industry and to 
labor, for it is production—not, trade—which is the real basis of national wealth.” 


16 House Report 248, 1921, p. 28. Fetter (‘Tariff Theory,’’ pp. 424-25) writes that the 
relation between debt payments and imports was almost wholly ignored in the 1929-1930 
debates. 

17 Cong. Rec., May 9, 1890, pp. 4413-19; House Report 234, 53 Cong., 2 sess., December 
19, 1893, pp. 4-5, 8, 9-10; House Report 1, 61 Cong., | sess., March 22, 1909, minority re- 
port, pp. 1, 4, 5, 6, 7, 8; Cong. Rec., April 23, 1913, p. 329; Senate Report 595, 67 Cong.,2 
sess., April 20, 1922, minority report, pp. 3, 10; Cong. Rec., May 11, 1929, p. 1143. 

Protectionists generally ignored the protest that tariffs significantly increased the 
cost of living. Occasionally, they contended that tariffs have little if any effect on con- 
sumer prices. Jbid., May 7, 1890, p. 4249; ibid., September 12, 1929, p. 3548. Rep. C. R. 
Layton (Del.; R.) condemned the desire of the Southern free-trader to obtain “the maxi- 
mum price for his product and a minimum price for everything he sought to buy’’: “‘such 
a policy was narrow, selfish, sectional, and wholly unpatriotic,” for protection was neces- 
sary to maintain a high rate of national economic growth. /bid., July 9, 1921, p. 3493. 

1® House Report 1466, 1890, minority, pp. 23-24, 26, 30; House Report 234, 1893, pp. 
4-5, 8-9; Cong. Rec., July 9, 1921, p. 3510. Again the argument of the liberal tariff group 
was generally ignored. One reply included the following: ‘“‘These so-called ‘free raw ma- 
terials’... are placed ... {on the free list] to encourage manufacturers who are to be 
compensated for any loss in this market by the markets of the world where they will have 
the chance to struggle with the cheaper labor of the Old World with whatever energy 
they may have left after the struggle at home with that same cheaper labor let into our 
markets by a lower tariff which does not give us the compensation even of a larger reve- 
nue.’’—House Report 234, 1893, minority, p. 15. 

1® Cong. Rec., May 7, 1890, pp. 4250, 4251, 4253; House Report 5, 1913, minority, p. lvii; 
Cong. Rec., September 12, 1929, p. 3548. 

20 Sen. H. C. Lodge (Mass.; R.) stated: ‘‘Free trade . . . makes trade of the first im- 
portance as a condition of natural wealth and prosperity. . . . The true and lasting source 
of wealth is production, and trade, even though it enhances the value of the product, is 
at the same time a tax upon production, on account of the cost of transportation. A na- 
tion without trade may be permanently rich and prosperous, but a nation without pro- 
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The scope and degree of protection needed was to be indicated by the physical 
possibilities of domestic production, without regard to relative international 
costs. 


The protectionist theory is to discriminate by duties in favor of every article which can 
be grown or manufactured in the protected country in sufficient quantities for the use 
of the people, and everything which can not be grown or manufactured in sufficient quan- 
tities . . . should be placed upon the free list.** 


We may classify the major arguments for protection during the 1890-1930 
period under three headings: the infant industry argument, the pauper labor 
argument, and the promotion of national welfare and prosperity. 

Infant Industry Argument. In the 1890's, protectionists in Congress relied 
heavily on (a version of) the infant industry argument. It was admitted that 
reducing tariff duties could, in some cases, lower consumer prices by allowing 
imports which were cheaper than domestically produced products. Also, in some 
industries, foreign producers would cut their prices whenever domestic produc- 
tion gave evidence of growing to significant proportions. In either case, the 
foreigner either took over or kept control of the American market. The results 
were unemployment for our workers and, after the brief period of ruining 
American producers, higher prices. In short, existing domestic industries were 
to be maintained and expanded (ideally to the point where the entire domestic 
demand could be filled), and new industries were to be introduced for the pur- 
poses of “lower and steadier prices” and of assuring a high level of employment.” 
Rarely was it suggested that the infant industries were inherently well adapted 
to American productive conditions, or that the time had arrived—or would 
ever arrive—when some of the infants had matured sufficiently to eliminate 
their extraordinary protection.” 

In the 1921-22 debates, the infant industry argument was used mainly in 
support of protection for the infants spawned by the World War—particularly 
those new industries, such as chemicals, which had military value.* The argu- 
ment was of very little importance in the debates on the Tariff of 1930. 


duction and dependent solely on trade holds riches and prosperity by a frail tenure.’’— 
Ibid., Aprii 10, 1894, p. 3620. 

" Sen. Lodge, ibid., p. 3617. See also ibid., March 22, 1897, p. 133; Senate Report 37, 
71 Cong., 1 sess., September 4, 1929, p. 73. 

2 House Report 1466, 1890, pp. 1-2, 8, 9, 13, 14, 18; Cong. Rec., May 7, 1890, pp. 4248, 
4250, 4251, 4252, 4253; House Report 234, 1893, minority. pp. 23, 25, 28, 29, 30, 31, 34, 58; 
House Report 1, 55 Cong., 1 sess., March 19, 1897, p. 5; Cong. Rec., March 22, 1909, pp. 
147-48; ibid., March 14, 1930, pp. 5292-93. 

* House Report 234, 1893, minority, p. 58; Cong. Rec., March 22, 1897, p. 122; ibid., 
July 21, 1913, pp. 2571, 2576. 

Frequently the so-called infant industry argument was based on the “pauper labor’’ 
argument. If infant industries need protection because of (perennially) very cheap labor 
abroad, the obvious question is whether the protection can ever be removed. Thus were 
the arguments of Friedrich List perverted. 

™% House Report 248, 1921, passim; Cong. Rec., July 9, 1921, pp. 3490, 3491, 3493; Senate 
Report 595, 1922, pp. 2, 9-10, 13-14, 19. 
Fetter, ‘“Tariff Theory,” p. 421. 
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Strangely, the low-tariff men did not offer extended rebuttal, but the 1890 
House minority report clearly stated the outstanding practical weakness of the 
policy of protecting infant industries: 


The original argument in favor of protective duties was that they were necessary to 
foster infant industries by preventing ruinous competition from abroad until they could 
secure a hold on the home market and... a few years of public support would enable 
them to do this. But the present bill is based upon precisely the opposite view . . . that as 
our industries grow older they grow weaker and more dependent upon the bounty of the 
government and the forced contribution of the people ... ; and accordingly . . . the im- 
portant increases in the rates of duty are made with a view of still further protecting 
the products of our oldest industries. . . . 

If it be true that these old industries need more protection now than they needed a 
hundred years ago, it must be because they have been existing under an unnatural and 
unhealthy system... .** 


Pauper Labor Argument. Protectionists made great use of the pauper labor 
argument all through the 1890-1930 period,” as well as in later debates. With 
the declining emphasis in the twentieth century on protection of infant industries, 
the pauper labor theory gained in relative importance. 


Proponents of the argument, showing a complete lack of comprehension of 
production costs and of factor productivity, held that the returns to American 
labor and capital could be higher than foreign factor prices only so long as the 
tariff was retained. Import duties offset lower foreign costs, and American 
industry would be able to maintain its competitive position in the face of free 
imports only by matching foreign returns to labor and to capital. “Give the 
manufacturer as cheap labor as his competitor abroad and no manufacturer will 
ask for protection. It is a question of enabling the manufacturer of this country to 
pay the American standard of wages... .’”* Thus, the results of “pauper com- 
petition” must be either unemployment or lower incomes—and lower incomes 
would lead to less consumption and a reduced level of general economic activity. 
It is true that inventions served to increase productivity and thereby absolutely 
raise our living standards, but the secrets of technology spread quickly to other 
countries, and our relative productive position was not improved. Finally, if 
protection was needed for industry in our own market, how could we hope to 
meet the same low-cost competition in other world markets where we were 
not only without protection, but had to pay transportation costs and scale 
foreign tariff walls?** 

26 House Report 1466, 1890, minority, p. 27; also p. 28. See also Cong. Rec., May 29, 
1897, p. 1345; ibid., March 25, 1909, pp. 268-70. 

” This argument “had first made its appearance in the thirties, and had been discussed 
slightly in the debates on the tariff proposals of 1842 and 1846; but it appears not to have 
become prominent until the eighties.’”-—P. Ashley, Modern Tariff History (London: John 
Murray, 1920), p. 204. 

** Rep. J. W. Fordney (Mich.; R.) Cong. Rec., July 8, 1921, p. 3478. “We cannot main- 
tain ourselves against unequal conditions without the tariff.’"—Rep. W. McKinley (0.; 
R.), ibtd., May 7, 1890, p. 4255. 
2° «There is hardly a spot on the globe where three generations of Englishmen, French- 
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Generally, the replies of the low-tariff congressmen to the pauper labor 
argument were better than average. Some held that wages, like any price, are 
determined by demand and supply, and expansion of exports would increase the 
demand for products of labor, thus raising wages. Many argued that wages are 
based on the productivity of labor. United States labor is more efficient than 
foreign labor in many lines of industry, so the cost of labor per unit of output 
is low, despite absolutely high wage rates. The efficiency of labor was largely 
responsible for low total unit cost, which enabled the United States to compete 
in world markets. Indeed, wages were higher, it was claimed, in export industries 
than in those which were highly protected.” 

National Welfare and Prosperity. The protectionist arguments under this 
heading were less fully developed, and thus are less easily summarized, than the 
infant industry and pauper labor arguments. Often it was merely asserted that 
fair and proper protection would “open the way to prosperity”; “‘. . . adequate 
protection . . . will stimulate employment and restore business in general.’ 

High-tariff advocates frequently appealed to history, claiming that our times 
of highest prosperity and of fastest economic development were periods of 
protection, and that lowering the tariff had been the cause of our major panics.” 
Whenever any analysis accompanied the conclusion, the line of thought ap- 
parently was that there is a fixed amount of production to be done by the major 


men, or Germans have not been camped in possession of every avenue of trade. Do you 
suppose that with machinery nearly as good as ours and wages at one-half these men are 
going to surrender to us the markets of the world? Why, the very duties~you keep on show 
that you do not believe it. If we cannot without duties hold our own markets, how shall 
we pay freight, the expense of introducing goods, and meet the foreigner where he lives?” 
—Rep. T. B. Reed (Me.; R.), Cong. Rec., February 1, 1894, p. 1785. See also House Report 
1488, 1890, pp. 17, 18, 19; Cong. Rec., May 7, 1890, pp. 4249, 4255; House Report 234, 1893, 
minority, pp. 17-19, 23, 24, 25, 26-27, 32, 39, 40, 41, 42, 57-58; Cong. Rec., April 23, 1913, 
p. 343; ibid., July 9, 1921, pp. 3491-92, 3493; House Report 7, 1929, pp. 4, 7, 9. 

%° Cong. Rec., May 7, 1890, p. 4264; ibid., January 8, 1894, pp. 196-97; House Report 
1, 1897, minority, p. 4; Cong. Rec., April 27, 1909, p. 1555; ihid., July 18, 1913, pp. 2521- 
22; Senate Report 595, 1922, minority, pp. 4-5; Cong. Rec., October 23, 1929, p. 4817. 

The Republicans of 1893 (House Report 234, minority, p. 18) declared that ‘‘there are 
no manufacturing figures which justify the assertion’ that American labor is more pro- 
ductive than foreign labor. Rep. I. Bacharach (N. J.; R.) (Cong. Rec., July 9, 1921, p. 
3491), who seemed oblivious of the relation between factor productivity and factor prices 
when speaking of American labor, claimed that increased German wages had been offset 
by increased German efficiency. 

* Sen. P. J. McCumber (N. D.; R.), Cong. Rec., April 20, 1922, p. 5765; Rep. Fordney, 
ibid., July 8, 1921, p. 3483. “If a protective tariff with reasonable rates could be placed 
upon our statute books permanently it would cause a new birth of economic freedom, 
become the Magna Charta for the perpetuation of our American standards of living, and 
be the constitution of a uniform and universal prosperity.’—House Report 248, 1921, 
p. 138. 

a the policy of the protective tariff ...has been to my mind the one funda- 
mental national policy. It has not only developed our great natural resources, increased 
our population, augmented our wealth, established our incomparable industrialism, but 
conserved our highest welfare, safety, and independence, making us in effect the mighty 
continental Nation that we are.”—Rep. Layton, Cong. Rec., July 9, 1921, p. 3493. 
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countries; lowering tariffs turns the balance of trade against us,” increasing 
imports and competition for domestic industry; the greater the proportion of 
our consumer needs supplied by foreign production, the less demand there can 
be for domestic production. 


Every additional yard of goods thus brought into our market will displace a yard of 
American-made goods. . . . It is certain that the consumption of goods will not materially 
increase, and certain that the American production must be curtailed practically in the 
proportion of the increased imports . . . a large part of the money that is annually paid 
to American employees will be paid to the foreign laborers.™ 


Increasing imports, in short, shifts production from the United States to 
other nations, and the great objective of protection is to reserve the ‘‘American 
market for the American producer.’** Competition among the domestic pro- 
ducers would insure reasonable consumer prices. The mere threat of reducing 
protection against low-cost foreign producers was often sufficient to demoralize 
the economy. By protecting the individual producers, the entire country would 
prosper and become more “independent and self-reliant” ;** similarly, making 
the United States prosperous is the best way to aid the rest of the world— 
reducing imports would strengthen the American economy and eventually lead 
to an increase in trade.” There were, then, the interesting dual objectives of 
increasing our independence and self-reliance (through encouraging infant 
industries as well as through promoting general prosperity) and of ultimately 
increasing trade.** 


*® Some Democrats were as convinced as the Republicans that an export balance indicates 
“a healthful business condition with the outside world” (as stated by Rep. McKinley, 
ibid., May 7, 1890, p. 4253), the country being ‘‘enriched’”’ by the amount of the surplus. 
But they held that Democratic tariffs had been more efficacious in developing the favorable 
balance. Ibid., March 22, 1897, pp. 126-127. 

* House Report 234, 1893, minority, pp. 53, 57. This is something of a converse of one 
of the fundamental analyses of the low-tariff supporters, who held that the United States 
could produce a certain total of a particular combination of goods and services, and that 
since some kinds of production were in excess of domestic needs either the surplus must 
be exported or the productive factors involved must be unemployed. See pp. 2-3, above. 

Rep. R. Q. Mills (Tex.; D.) (Cong. Rec., May 7, 1890, pp. 4258-59) presented statistics 
indicating that generally domestic production of given goods fluctuated in the same direc- 
tion as the changing total of imports of those goods. ‘‘. . . the highest prosperity of the 
country is always reached with the highest importation. . . ”’ 

36 Insofar as imports are to be allowed, it is reasonable to exact from foreigners a duty 
“for the privilege of trading in the richest markets on earth, which they did nothing to 
establish.””-—Rep. W. C. Hawley (Ore.; R.), Cong. Rec., May 9, 1929, p. 1069. 

as* under a well-regulated and graduated tariff law every industry and every citi- 
zen .. . would be benefited; . . . what brings prosperity to one interest brings it to all.” 
—Rep. A. J. Hopkins (Tli.; R.), ibid., March 22, 1897, p. 131. ‘‘A protective tariff creates 
prosperity, and in that economic condition all participate.’’—House Report 7, 1929, p. 9. 

37 Cong. Rec., May 7, 1890, pp. 4249, 4251, 4253, 4254-55; House Report 234, 1893, minor- 
ity, pp. 16-17, 25, 28, 30-31, 36, 40, 42, 57; Cong. Rec., March 22, 1897, pp. 120-21; ibid., 
July 19, 1913, p. 2566; ibid., July 8, 1921, pp. 3481, 3483; Senate Report 595, 1922, pp. 1-2; 
House Report 7, 1929, pp. 3, 4, 7, 9; Cong. Rec., February 27, 1930, p. 4344. 

38 Sen. N. W. Aldrich (R. I.; R.) was more candid than most protectionists in admit- 
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LOSSES FROM PROTECTION 


Low-tariff congressmen noted that among the losses of protection were, of 
course, the foregone advantages of a large volume of trade, e.g., disposing of 
surpluses in foreign markets, cheaper imports for consumers, and cheaper 
materials for producers.** In addition, there were evils flowing directly from 
protection. These evils emanated, more or less directly, from the inequality of 
the tariff. 

The tariff was a policy of inequality, first, because the government deliberately 
aided one small class at the expense of the rest of the country. There were 
many bitter denunciations (particularly in the early years of the period) of the 
perversion of the powers of government in pursuing ‘the policy of unjust and 
unequal taxation of the many for the benefit of tine few.’ Secondly, within the 
favored manufacturing class, some industries received more patronage than 
others. The essence of the tariff was discrimination. 


They teli us that the tariff equalizes things all around; that its benefits are equally dis- 
tributed. It does nothing of the kind. If a tariff equalized everybody it would unequalize 
itself. It would not be worth a cent if it equalized everybody, for it would leave them 
just where it found them. The reason for a tariff is the fact that it unequalizes. It gives 


to one and takes from another.“ 


The “partnership” of some private enterprises with the government led to 
further unhappy developments. For one thing, the partially closed economy 


ting the effects of tariffs on imports: ‘The legitimate result of a protective policy is to 
give the American market to American producers. When this becomes an accomplished 
fact, the revenue growing out of protective duties disappears.’’ However, while protec- 
tion will sharply curtail imports, Aldrich claimed that as infant industries matured our 
exports would increase. Cong. Rec., May 25, 1897, pp. 1227-28. 

** See pp. 2-3, above. 

*° House Report 1466, 1890, minority, p. 23. Sen. R. Smoot (Utah; R.) replied (Cong. 
Rec., September 12, 1929, p. 3549): ‘To divide the citizens of the United States into two 
classes—producers and consumers—crediting the benefits of the tariff to producers and 
imposing all the burdens on consumers, is utterly futile, because no such separation of our 
citizens is possible. All ...are both producers and consumers.”’ See also Cong. Rec., 
April 10, 1894, p. 3623. This argument—whirh recalls the happy analysis that inflation 
hurts no one becat : all prices rise—is part of the general doctrine that all elements of the 
economy must share in the benefits derived from protection (see p. 7, above). 

“ Rep. Mills, Cong. ec., May 7, 1890, p. 4265. Similarly, House Report 1466, 1890, mi- 
nority, p. 35: ‘If all were taxed alike for the purposes of protection, each one being taxed 
the same amount for the benefit of all the others, it is clear that the operation would help 
no one... ; and if all are not taxed alike, it is equally clear that injustice must be done 
to somebody.’’ See also Cong. Rec., April 24, 1922, p. 5901. 

The demand that protection be uniform for all industries is inconsistent with both the 
infant industry and the pauper labor arguments. If a tariff is a response to certain condi- 
tions, the height and structure of a tariff should vary as the conditions facing different 
elements of the economy vary. But it does not follow that a tariff which ‘‘equal- 
izes’ everybody must be devoid of rationality. The tariff may be looked upon as a na- 
tional policy (as in the “terms of trade’’ argument); it need not be considered 
only a policy under which certain productive units within the nation gain unnatural ad- 
vantages over domestic competitors. 
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encouraged formation of monopolies and trusts, which, undeterred by foreign 
competition, could manipulate price and supply to the detriment of the com- 
munity’s welfare. Promotion of selected economic interests fostered uneven 
income concentration. By curtailing imports and relying on domestic production 
to meet almost all consumer needs, depletion of our natural resources was 
hastened. The farmer, with exportable surpluses, had to sell on the world 
market, but he was forced to buy in a protected market.“ Protection encouraged 
sloth and inefficiency; indeed, the degree of protection for an industry generally 
was determined by the needs of the weakest firm.“ Uncertain reliance upon 
artificial and immoral protection was one side of the coin of which the other 
was the decadence of government to a position of dispenser of special privilege. 
Erection of unreasonable trade barriers had inspired foreign retaliation. 
Nevertheless, on the basis of “‘the favoritism . . . ingrafted in these bills,” vast 
investments had been made and thousands of laborers were employed in the 
protected industries, so tariff reform should proceed gradually.‘ 

The anti-protection position was thus based on a large array of particular 
arguments. These arguments were largely political in essence, and the economic 
analyses varied considerably in quality from point to point. The crucial economic 
problem of the effects of protection on resource allocation was never directly 
and systematically attacked. 


CRITERIA FOR TARIFF RATES 


Each congressman, unless he was a free-trader, was faced with the considera- 


tion of how to determine the actual duties for specific goods. It was frequently 


“ But Democrats often held that a vigorous export trade was highly desirable and 
that imports imply balancing exports. It was not made clear how reduced trade leads to 
a greater expenditure of scarce resources than would a flourishing trade, including exports. 

“* To the contention that the tariff is ineffective for the exporting industry, Sen. Lodge 
gave this curious reply: ‘They [free-traders] forget that such manufacturers have reached 
this exporting point because the home market was secure. If you throw down the bar- 
riers which protect them at home you force them to struggle for the home market as for 
the foreign market, weakening their hold on the former and thereby losing the latter.’’— 
Cong. Rec., April 10, 1894, p. 3622. See also Senate Report 595, 1922, p. 14; House Report 
7, 1929, pp. 4-5, 7. 

“In asking for passage of a liberal tariff bill in 1913, President Wilson stated: ‘‘We 
are about to set them [businessmen] free by removing the trammels of the protective tar- 
iff. Ever since the Civil War they have waited for this emancipation and for the free op- 
portunities it will bring. . . . Some fell in love, indeed, with the slothful security of their 
dependence upon the Government, some took advantage of the shelter of the nursery to 
set up a mimic mastery of their own within its walls. Now both the tonic and the disci- 
pline of liberty and maturity are to ensue. ... There will follow a period of expansion 
and new enterprise, freshly conceived.’”’—Cong. Rec., June 23, 1913, p. 3. 

‘6 House Report 1466, 1890, minority, pp. 23, 26-27, 34-35; Cong. Rec., May 8, 1890, pp. 
4308, 4309, 4313-16; House Report 234, 1893, pp. 1, 2, 3, 6, 7-8; House Report 1, 1909, mi- 
nority, pp. 4, 5, 7; House Report 5, 1913, pp. iii-iv, vii-viii, xvi-xviii; Senate Report 595, 
1922, minority, pp. 3, 8-9, 10; Cong. Rec., April 24, 1922, pp. 5890, 5897, 5899; House Re- 
port 7, 1929, minority, pp. 3, 4-5; Cong. Rec., September 12, 1929, pp. 3542-43. 

** House Report 234, 1893, pp. 1-2; Cong. Rec., April 23, 1913, pp. 330. 
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stated by both high- and low-tariff supporters that whatever sort of tariff was 
adopted should be applied uniformly to all segments of the economy.” Various 
objectives and criteria were suggested as guides in determining duties.“ 

Free Trade and Tariff for Revenue. In no post-Civil War platform did the 
Democratic party advance the doctrine of free trade. Rather, the party ad- 
vocated a “tariff for revenue only.’’** Until World War I, the Democrats were 
definitely a low-tariff group, and at least as late as 1890 several members of the 
party were (virtual) free-traders.*’ But after 1890 the Democrat who was 
completely or largely a free-trader was uncommon." By 1909, Democrats 


“ “Tf there is any justice at all in a protective tariff it must be found in the impartial 
application of it to all industries.’’—Sen. R. M. LaFollette (Wis.; R.), Senate Report 63, 
62 Cong., 1 sess., June 13, 1911, p. 10. See also House Report 1466, 1890, pp. 37-38; Cong. 
Rec., May 9, 1929, pp. 1068, 1073. See pp. 7-8 above. 

** For example, in Senate Report 80, 1913, pp. 8-10, 11-12, 14, 19, lowered rates were 
justified as being on goods which could be produced as cheaply in this country as abroad, 
which were bulky and thus had high transportation costs, or which were made of materials 
which were subject to low duties. Also, it was hoped that the high cost of living and of 
certain raw materials could be mitigated. Some increased rates were excused as being on 
luxury items. In 1922 (Senate Report 595, pp. 9-10, 11, 12, 13, 15, 16, 18), the majority 
party defended high rates as necessary for ‘“‘adequate’”’ protection, for placing domestic 
products on an ‘equal basis’’ with imported goods, for the survival of the ‘‘war infants,”’ 
and for offsetting low foreign labor costs. However, rates should not be so high as to 
hamper unduly imports of goods aot produced in this country. 

** The 1876 and 1880 platforms called specifically for a revenue tariff. The 1884 platform 
did not use the expression, ‘for revenue only,” and it stated not only that customs re- 
ceipts must continue to be the main source of Federal revenue, but that tariff reform must 
be very “cautious and conservative in method.”’ Nevertheless, it gives no suggestion of 
advocating a tariff for protective purposes. The 1892 platform declared that ‘‘the Federal 
Government has no constitutional power to impose and collect tariff duties except for the 
purpose of revenue only. . .”’ The 1912 platform stated the same opinion; see also House 
Report 1, 1909, minority, p. 1. 

The best statement of the purposes and advantages of free trade I have found was 
made by a Republican, Sen. T. E. Burton (O.). After presenting his exposition, he re- 
jected free trade as an acceptable policy, for, he held, the theory assumes an over-simpli- 
fied ‘‘economic man’’ and assumes further that the interests of the individual, and not at 
all of the nation, are the only consideration; moreover, free trade as a policy requires that 
all countries practice it. Cong. Rec., July 21, 1913, p. 2573. 

°° Cong. Rec., May 7, 1890, p. 4259; ibid., May 8, 1890, pp. 4309, 4317, ibid., May 9, 1890, 
p. 4423. 

Speaking generally, Rep. G. W. Atkinson (W. Va.; R.) was correct in distinguishing 
between the two parties (ibid., p. 4431): ‘“The Democratic doctrine is a tariff for revenue, 
with incidental protection, while the Republicans advocate a tariff for protection, with 
incidental revenue.” 

" House Report 234, 1893, minority, pp. 13, 14, 15-16, chided the Democrats for not 
presenting a forthright “revenue only”’ bill, rather than disturbing business with just 
“another tariff-tinkering bill.”” ‘““The doctrine of the Democratic platform that protec- 
tion is robbery and should be abolished is comprehensible and sturdy. The new move- 
ment on behalf of mitigated and sporadic robbery is contrary alike to good morals and 
public faith.”” Rep. F. W. Mondell (Wyo.; R.) asserted that several Democrats were ‘‘full- 
fledged”’ free-traders, but ‘‘most of them prefer to leave the impression at home that, as 
far as the home industry was concerned, it was to be made an exception.”’—Cong. Rec., 


April 23, 1913, p. 342. 
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generally were speaking in terms of a “competitive tariff” and of “incidental 
protection,” in addition to the “revenue” criterion: 


... the differences that exist between the two great parties are not the issue of protection 
against free trade, but the true issue is that one desires to write a protective tariff that 
leans toward prohibition of imports and the other a revenue tariff that favors fair compe- 
tition. Although we occasionally find a free trader within the ranks of the Democratic 
party, the great rank and file of the party do not favor the doctrine of free trade. 

... the Democratic party ... has favored a duty levied for revenue, and also stood for 
-» the incidental protection that might arise from the levying of such a duty.” 


The 1920 platform reaffirmed “the traditional policy of the Democratic Party 
in favor of a tariff for revenue only.” But the difference between the parties 
in the 1920’s was one only of degree. Democrats were scarcely less protectionist 
than Republicans in 1929-1930," and they seemed anxious to deny any sympathy 
with free trade principles and to claim that the party had never been anything 
like a free trade organization.** 

Competitive Tariff. Not until 1928 did the Democrats call explicitly in their 
platform for a ‘‘competitive’’ tariff, although, as noted above, by 1909 they 
referred to a “competitive” criterion for setting rates. The ideal was ‘‘a revenue 
tariff that favors fair competition.” “The true distinction between the two great 
parties ...is the difference between a prohibitive tariff bill and a competitive 
tariff bill... .’°* The element common to the various interpretations of the 
competitive tariff during the next quarter century was that the tariff must be 
low enough to allow sufficient imports to forestall the formation of domestic 


® Rep. O. W. Underwood (Ala.; D.), Cong. Rec., March 25, 1909, p. 268. Sen. I. Rayner 
(Mf., D.) (ibid., April 29, 1909, p. 1590) added: “Free trade is not the question before us 
.... If there were a resolution now holding before the Senate in favor of the entire abo- 
lition of tariff duties, I do not believe that the doctrine of free trade would receive a single 
vote upon our side of the Chamber.”’ 

‘3 There was a change in ‘‘the general party alignments from one between a protective 
and revenue tariff to one between high and moderate protection, with a not-too-great 
emphasis on the word moderate.’’-—A. Berglund, ‘“‘The Tariff Act of 1922,’’ American 
Economic Review, XIII (1923), p. 28. See also idem, ‘‘The Tariff Act of 1930,"’ ibid., XX 
(1930), pp. 467-68, 469. 

% See Fetter, ‘‘Tariff Theory,” p. 416. 

5’ Rep. J. N. Garner (Tex.; D.) claimed that no Senator and less than half a dozen 
Representatives were opposed to all protection. The difference between the parties was 
that Democrats would apply the protective principle uniformly, whereas Republicans 
gave unequal protection to certain sections and interests. Cong. Rec., May 9, 1929, p. 1081. 

So far as the author is aware, there has been no detailed analysis of the causes of the 
Democratic shift to greater and greater protection. The Democrats themselves did not 
undertake an explanation. Probably the growing industrialization of the South was a 
major element in modifying the Democratic position. Also, beginning with the Tariff of 
1921,-agricultural interests in the South and the West became committed to high protec- 
tion. Again, it is unreasonable to suppose that either the convictions of the party or its 
analyses of political strategy were unaffected by the general feelings after the war of na- 
tionalism and isolationism. But here again we are in the realm of the sociology of knowl- 
edge. 

5¢ Rep. Underwood, ibid., March 25, 1909, p. 268. 
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monopolies and the charging of exorbitant prices. Until the first World War, 
the concept of the competitive tariff was not entirely divorced from that of the 
revenue tariff.” Beginning before the War, the upper limit of the tariff was held 
to be the duties which would equalize foreign and domestic production costs, 


not including profits for domestic manufacturers.” 
In 1929, Sen. F. M. Simmons (N. C.; D.) summarized the current under- 


etanding of a competitive tariff thus: 


The Democratic Party ... has advanced from the old theory of a tariff for revenue 
only, to the theory of a competitive tariff. The platform .. . has specifically prescribed 
that measurement [of protection] to be the actual difference in the cost of production at 
home and abroad and declared that that measure should be the extreme limit of every 
tariff rate... . 

A prohibitive tariff practically excludes foreign competition; a competitive tariff allows 
importations when the American price is, by combination or otherwise, raised above the 
level of a fair and reasonable profit to the producer and thereby protects the consumer 
against excessive or exorbitant prices and discourages monopolies.** 


Equalization of Costs of Production. The most common tariff criterion in 
this period, supported by both parties, was a rate of duty which would raise the 
“cost” of imports to the level of domestic costs of production. This “true,” 
“scientific” criterion was suggested in the debates of the 1890’s® and was first 
presented in a platform by the Republicans in 1904"; it first played an important 


“|. the clear meaning of the declaration of the party in favor of a tariff for revenue 

means a competitive tariff—that is, a tariff that allows sufficient imports of every product 
made in the United States . . . to bring about fair and honest competition, thereby pro- 
ducing revenue and at the same time preventing the home producer from hiding behind 
a tariff wall that will enable him to establish monopolies. .. .’’ Rep. Underwood, loc. 
cit. 
** “Where the tariff rates balance the difference in cost at home and abroad, including 
an allowance for the difference in freight rates, the tariff must be competitive, and from 
that point downward .. . it will continue to be competitive, to a great or iess extent. 
Where competition is not interfered with by levying the tax above the highest competi- 
tive point, the profits of the manufacturer are not protected. ... In our judgment the 
protection of any profit must of necessity have a tendency to destroy competition and 
create monopoly. . . .’""—House Report 5, 1913, p. xvii. 

** Cong. Rec., September 12, 1929, p. 3542. In 1922, Sen. McCumber (ibid., April 20, 
1922, p. 5763) claimed that the Republicans had achieved an excellent balance between the 
aims of protection, revenue, and reasonable competition: “‘. . . we have written our tariff 
law on the basis of revenue and protection. We believe we have made no rate so low that 
it will compel the American producer to surrender the American market to the foreign 
producer, if he exercises proper economy... . On the other hand, we do not believe we 
have made any rate so high as to prevent reasonable foreign competition.” 

*° House Report 1466, 1890, p. 3; House Report 234, 1893, p. 59; Cong. Rec., January 9, 
1894, p. 574; ibid., May 25, 1897, p. 1227. 

* The Republican platform of 1904 said: ‘The measure of protection should always 
at least equal the difference in the cost of production at home and abroad.’’ Little atten- 
tion was given to this statement, but the cost-equalization notion was important in 1908 
and later. See F. W. Taussig, ‘‘Tariff Debate of 1909,"’ p. 2. The 1908 platform stated: 
“In all protective legislation the true principle of protection is best maintained by the 
imposition of such duties as will equalize the difference between the cost of production 
at home and abroad, together with a reasonable profit to American industries.” 
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role in a tariff debate in 1908-1909; and it was first embodied in a tariff law 
in 1922. Equalization of costs was considered an ideal criterion, duly protecting 
domestic procedures but not allowing excessive or prohibitive protection.” Rep. 
S. E. Payne (N. Y.; R.) cautioned against fanaticism on the part of protec- 
tionists: 

Some gentlemen think in order to be protectionists that after they have found out the 
difference between cost of production here and the cost abroad they ought to put on 
double that difference by way of a tariff rate. ... I do not believe that such a man is a 
good friend of protection. I believe we sould fix these duties as nearly as we can at the 
difference between the cost here and the cost abroad. . . . He is the better friend to protec- 
tion who tries to keep the rates reasonably protective. . . .@ 


Some protectionists feared that merely equalizing costs would, in some in- 
stances, require duties which would be too high to “look sensible.” But others 
accepted the criterion without equivocation, insisting upon any rates necessary 
to equalize costs.* 


® House Report 1, 1909, p. 2; Senate Report 63, 1911, p. 9; House Report 248, 1921, p. 
28; Cong. Rec., July 8, 1921, pp. 3478, 3483; ibid., May 11, 1929, p. 1153. 

* Cong. Rec., March 22, 1909, p. 147. See also House Report 248, 1921, pp. 28, 29, 30, 32. 

“ Cong. Rec., April 20, 1922, p. 5763; ibid., May 11, 1929, pp. 1152-53. 

*5 Sen. Aldrich ‘“‘would vote for 300 per cent as cheerfully as I would for 50."’"—Jbid., 
May 17, 1909, p. 2110. Sen. R. N. Stanfield (Ore.; R.) (ibid., August 17, 1922, p. 11,475) 
said that he favored setting the duty as high as necessary, even if it meant a rate of 5000 
per cent or more. See F. W. Taussig, ‘“The Tariff Act of 1922,’’ Quarterly Journal of Evo- 
nomics, XXXVII (1922), pp. 26-27. 

** Cong. Rec., March 25, 1909, p. 269; House Report 45, 62 Cong., 1 sess., June 6, 1911, 
pp. 8, 10; Senate Report 595, 1922, minority, pp. 5, 9; Cong. Rec., September 12, 1929, p. 
3541. 

Some Democrats of 1913, however, held that the cost-equalization criterion was inde- 
fensible in theory and impracticable in practice. House Report 5, 1913, pp. xiii-xv; Cong. 
Rec., April 23, 1913, pp. 329, 330. Evidently no one objected to the principle on the argu- 
ment that its rigorous application would virtually halt our foreign trade. 

" Cong. Rec., April 26, 1922, p. 5999; ibid., May 9, 1929, p. 1081. 

** Rep. A. P. Gardner (Mass.; R.), ibid., April 23, 1913, p. 339. Taussig thus compared 
the positions of the parties: ‘“The notion underlying equalization of cost of production is 
that of enabling the domestic producer to compete on even terms with the foreign pro- 
ducer. This would seem to be essentially the notion of a ‘competitive tariff.’ It is true that 
in the statements of the principle of equalization, something was always said of a ‘reason- 
able profit’ to the domestic producer; whereas the Democrats, when explaining what was 
meant by a ‘competitive tariff,’ pooh-poohed reasonable profits. ... Yet a reasonable 
profit is obviously to be considered among the normal expenses of production.... A 
‘competitive tariff’ would seem to be one under which domestic and foreign producers 
could compete in such manner that both should get reasonable profits. Fairly and con- 
sistently applied, therefore, the principle of a competitive tariff cannot be ‘4 to differ 
in essentials from that of a tariff equalizing costs of production.” —F. W. ‘Levesig, “The 
Tariff Act of 1913,” Quarterly Journal of Economics, XXVIII (1913), p. 2. Taussig adds 
(p. 4), however, that the criteria of the two parties suggest to the voter very different 
points of view: “‘the Republicans wished to make sure of keeping imports out; the Demo- 
crats wished to make sure of letting some in.” 

** Sen. Smoot, Cong. Rec., September 12, 1929, p. 3549. See also House Report 7, 1929, 
pp. 9, 11, 164; Cong. Rec., May 9, 1929, pp. 1068, 1072, 1073, 1074; Senate Report 37, 1929, 
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Although not until 1928 did the Democrats espouse the cost-equalization 
principle in a platform, we have seen that in fact they supported it as early as 
1913. Some Democrats considered the criterion as the correct measure of protec- 
tion, if a protective policy was to be followed, and criticized Republicans for 
failing to apply the formula.** By the 1920’s many Democrats vigorously de- 
fended the criterion as proper for their own tariff proposals.” A Republican 
congressman in 1913 was essentially correct in saying that “a competitive 
tariff fairly interpreted is but another name for a tariff measuring the difference 
in cost of production at home and abroad.’’® 

Equalization of Competitive Conditions. In the 1929-1930 debates, by which 
time the Democrats had definitely aligned themselves in support of the cost- 
equalization idea, the Republicans modified their principle. The objective of the 
high protectionists became the equalization of “competitive conditions.”’ Senator 
Smoot explained the shift in interpretation of the “true” principle of protection: 


The theory that tariff rates should be determined by the difference in domestic and foreign 
costs of production has proved well nigh impractical, since it is difficult in many instances 
to ascertain foreign costs of production. Practically the only thing an American manu- 
facturer is interested in is the actual competition he is compelled to meet in the American 


markets.® 


In practice, the protectionists assumed that “whatever rate was necessary for 
. .. protection should be written.”’”° 


CONCLUSION 


Congressmen were little concerned by the questions: what are the conditions 
of advantageous trade, and what is the nature of the advantages. Failure to 
consider properly the rationale of trade made inevitable unsystematic and 
unconvincing consideration of other questions, e.g., the pattern of specialization, 
criteria for setting rates, the dangers against which tariffs were to protect and 
the gains which tariffs were to obtain. For the most part, it was felt that the 
gains from trade relate to the disposal of surpluses; imports—while contributing 
to consumer welfare—are significant chiefly in making cheaper raw materials 
available and in making possible, through the balancing of international ac- 
counts, a large export trade. 

Protectionists «ere more aggressive and positive in extolling the virtues of 
tariffs than were their opponents in presenting the gains from trade. In the 
first part of the period under review, the infant industry argument was strongly 
urged, but it was little emphasized after the World War. The pauper labor 
argument was a favorite all through the period and was probably the most 
prominent one in the post-war years. Moreover, by restricting imports generally, 


pp. 64-65. Cf. F. W. Taussig, ‘“The Tariff, 1929-1930,” Quarterly Journal of Economics, 
XLIV (1930), pp. 176-177, 187-90; Fetter, “Tariff Theory,” pp. 413-14; 417-18. 

For anticipations of the new criterion, see Cong. Rec., May 9, 1890, pp. 4410. 4411; ibid., 
July 19, 1913, pp. 2555, 2557-58; Senate Report 595, 1922, pp. 3, 11, 18. 
7 Rep. Hawley, Cong. Rec., May 9, 1929, p. 1073. 
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American producers would prosper, a high level of employment would prevail, 
and the entire economy would share in the resulting prosperity. 

Proponents of a liberal tariff policy were more concerned with the losses from 
protection than with the positive gains from trade. The essence of the tariff 
was discrimination and inequality, from which stemmed a host of evils. 

Speaking broadly, the Republicans supported a more protective tariff than 
did the Democrats. But the criteria of both parties for determining rates changed 
during the period, with the tendency to advocate more and more restrictive 
formulae. The policy of the Democratic party evolved from a “tariff for revenue 
only” to a “competitive tariff” to a “tariff equalizing costs of production.” This 
latter criterion was first presented in a platform by the Republicans in 1904, 
and by the time—at the end of the period—that the Democrats accepted it, 
the former were advocating “equalization of competitive conditions,’ whatever 
that might mean or require. 


. ¢ 


COMMERCIAL AVIATION AND THE CIVIL 
AERONAUTICS ACT OF 1938 


HARVEY C. BUNKE 
State University of Iowa 


On June 23, 1938, the Civil Aeronautics Act became law and on precedent 
established by the Interstate Commerce Act provided for an administrative 
tribunal to adjudicate disputes and protect the public interest. But more im- 
portant, and in a sense differing from previous legislation related to inland trans- 
portation, the act created a quasi-judicial body empowered to formulate and 
administer policy for the promotion, encouragement, and expansion of a specific 
mode of transportation. Congressional hearings and reports on aviation, while 
the legislation was being considered, emphasized the intent of Congress to assign 
to the regulatory body the task of increasing the importance of commercial air 
transport; and the Civil Aeronautics Board, the body obligated to promulgate 
and carry-out the intent of the Act, has ever demonstrated in formal opinions 
an awareness of the legal responsibility of stimulating a relatively new means 
of transport.' 

The record of the past fifteen years of the air transport industry is one of 
phenomenal growth and vastly improved reliability. The Air Coramerce Act of 
1926, the Civil Aeronautics Act of 1938, the Federal Airport Act of 1946, and 
the marked enthusiasm of communities for contributing large sums of money 
for the construction and maintenance of airport facilities have provided an ex- 
tremely favorable atmosphere for the expansion of air transportation. Yet, the 
build-up of a system such as we know today is no ordinary task and both the 
industry and the CAB are to be commended for the foresight and aptitude neces- 
sary to provide a new and significantly different means of transportation. But 
before according unqualified approbation, it is worthwhile to appraise the present 
system in terms of eificiency and economy, for not only will such an assessment 
provide arn understanding and appreciation of the present system, but it will 
also implement an evaluation of the efficacy of the Civil Aeronautics Act as a 


' The Report of the Federal Aviation Commission may be viewed as an expression of Con- 
gressional thinking. ‘Aviation is the newest of human undertaking, and it presents a more 
fundamental contrast with previous folkways of the human race than any other innovation 
of the last two thousand years.’’ 74th Congress, lst Session, Senate Document No. 15 (1935), 
p. 46. The Commission, in making its seventy-five recommendations, ranked the following 
first: ‘‘It should be the policy of the United States to maintain a position of world leader- 
ship in air transport, and to lend such aid as may be necessary to insure that the most 
modern and efficient equipment and methods shall be applied on American domestic and 
foreign air lines.’ Ibid. p. 9. That Congress believed that the nation would benefit from 
vigorous air transport growth is demonstrated by the Declaration of Policy of the Civil 
Aeronautics Act, which provided, in part, for: ‘‘The encouragement and development of an 
air-transportation system properly adapted to the present and future needs of the foreign 
and domestic commerce of the United States, of the Postal Service, and of the national 
defense.” 
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future instrument for developing an optimum industry.’ Such an investigation 
requires an intensive examination of provisions related to mail payments and 
the certificate of public convenience and necessity. 


THE MAIL PAY CLAUSE 


To no little degree the healthful climate conducive to almost uninterrupted 
expansion of air transportation is directly traceable to the ‘‘mail pay clause” 
of the Civil Aeronautics Act. In its simplest form, this statutory provision directs 
the Board to authorize mail payments so as to develop commercial aviation in a 
manner consistent with the needs of the United States.’ In the administration of 
this Congressional directive, the Board, above all else, has been influenced by 
the financial needs of the lines. Although it has used numerous and varied pro- 
cedures for computing mail pay, one basic principle appears common to all 
computations. The difference obtained by subtracting total non-mail revenue 
from total carrier costs, including a reasonable return on investment, is the 
amount of mail pay due the carrier. There are exceptions to this basic formula. 
Moreover exceptions are expected to become more prevalent as the industry 
captures an expanding percentage of the travel market and as the nation con- 
tinues to enjoy a high level of prosperity. Recent exceptions notwithstanding, 
should any domestic carrier appear to be in serious financial distress, it is reason- 
able to assume that the Board will promptly increase mail payments to levels 
permitting continued, uninterrupted, and probably profitable operations. One 
need look back only a few years to see the Board abandon this need approach 
only to see it hastily readopted once the carriers exhibited signs of not being able 
to weather financial setbacks at existing mail rates.‘ Because of this policy in 
computing mail payments, some students believe that the airlines, as contrasted 
to other organizations, are less aware of the frightening, but often effective, 
specter of financial failure. 


? For the purposes of this paper, the optimum industry is characterized by: (1) minimum 
cost operations, i.e., maximum output per unit of input; (2) continuous modification of 
operations commensurate with changing consumer wants and needs; (3) the tendency to 
expand and develop the type of service for which the aircraft has an inherent advantage 
over competing means of conveyance. It should be noted perhaps that the optimum in- 
dustry, as defined here, and subsidizations are not mutually exclusive, although long and 
extensive subsidizations will tend to inhibit the attainment of the optimum. 

* Section 406(b) of the Act states in part: ‘‘In determining the rate in each case, the 
authority shall take into consideration, among other factors . . . the need of each such air 
carrier for compensation for the transportation of mail sufficient to insure the performance 
of such service, and, together with all other revenue of the air carrier, ‘o enable such air 
carrier under honest, economical, and efficient management to maintain and continue the 
development of air transportation to the extent and of the character and quality required 
for the commerce of the United States, the Postal Service and the national defense.”’ (Italics 
supplied.) 

* In 1945 the Board placed ten of the trunklines on service-rates, i.e., rates presumed to 
contain no subsidy. The precarious financial condition of the carriers in the postwar period 
forced the Board to abandon this service-rate policy. It was early 1953 before all these car- 
riers were again able to operate on service-rates. 
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It should not be inferred from the above that the Board has been injudicious 
in passing out Post Office Department funds for mail carriage. Quite the con- 
trary, the CAB in determining the level of mail rates to be established very 
carefully scrutinizes the line’s activities for indications of inefficient practices 
and uneconomical operations; and a reading-of only a few of the Board’s recent 
decisions demonstrates the thorough procedures applied to detect expenses not 
properly considered in setting mail rates. For example, excessive costs arising 
from overstaffing, use of uneconomical or unwarranted equipment, exorbitant 
maintenance expenditures, and over-scheduling are not allowed in mail-rate 
calculations. Management, accordingly, is anxious to hold operating costs to 
reasonable levels and at the same time tends to avoid offering large amounts of 
service which will not be purchased at published rates and fares. But while the 
Board is cautious in allowing costs for mail rate determination, it is not an easy 
matter to differentiate between reasonable and excessive costs. Actually with 
some exceptions, the level of expenses the CAB has seen fit to disallow because 
of mismanagement is relatively small. To no little extent this results from the 
Board’s inability to set accurately and confidently effective standards for measur- 
ing efficient and economic operations. For want of a better yardstick the Board 
has been forced to rely heavily on the use of comparative cost standards. These 
prove to be of only limited value when the Board is asked to assign specific 
weights to a vast number of perplexing factors ranging from inclement weather 
to obsolete airport facilities allegedly giving rise to above-average operating 
costs. Often the Board, by default, concedes inability to appraise accurately 
carrier expenditures, and, perhaps with a warning, awards the mail pay necessary 
to cover the overwhelming majority of reported expenditures.® 

The broad discretionary powers of the Board in awarding mail pay coupled 
with the application of highly flexible standards have not been conducive to a 
record of consistency. Expenditures disallowed in one case may be unquestioned 
in another mail proceeding and one is led to suspect a direct relationship between 
the severity of disallowances and financial ability to withstand disallowances. 
Such a standard for eva uating costs is, of course, not wholly inconsistent with 
the basic dictates of the Act, which require the Board essentially to be con-. 
cerned with the encouragement and development of air transportation. Whole- 
sale disallowances of certain questionable expenses which would materially 
weaken or even incapacitate a carrier would leave the Board open to the indict- 
ment that it had failed to fulfill the legal responsibility of promoting commercial 
aviation. But even if the Board were determined to establish a record of con- 
sistency in administering mail rates, there is some reason to believe that the 

* Ina recent mail proceeding the Board stated: ‘It is the Board’s opinion that the failure 
of Northeast’s operation to follow the general economic trend of the industry requires re- 
medial action to reduce the level of mail pay support. The Board hereby places the stock- 
holders and management of Northeast on notice that proper corrective action must be 


taken—through merger, consolidation or other courses of action as may be in the public 
interest.’’ Northeast Airlines, Inc. Mail Rate, CAB Order Serial Number E7368, (May 11, 


1953). 
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use of comparative cost standards provides an imperfect measure of efficient 
and economic operations. The weakness of comparative cost standards stems 
from the highly competitive nature of the industry and its vulnerability to 
cyclical fluctuatons. While it is true that the high degree of interline competition 
has had the most desirable effect of assuring frequent service, of impelling the 
adoption of the most efficient and luxurious equipment, and of enhancing gen- 
erally the excellent services offered the user of air transport, it is also true that 
when air travel and shipments decline or do not live up to predictions, competi- 
tion tends to cause the individual carriers to produce large amounts of unsold 
service, to purchase newer and larger equipment, to incur excessive debt, and to 
experience unprofitable operations.® 

It appears safe to state that all but the most favored lines are constrained to 
follow a program leading to these unfortunate circumstances. To do otherwise 
would surely bring loss of revenue and loss of competitive status. To the manage- 
ment of the individual carriers these actions, therefore, naturally seem to be 
logical and well planned stratagems. Industry-wise, of course, it is inevitable 
that positive action directed at increasing revenue through these techniques 
results in higher unit costs and ultimately higher mail rates. 

In addition to the above, the administration of the “mail pay clause” gives 
rise to another consideration. A carrier may at any time petition the Board for 
increases in mail rates. Should a carrier be operating under a permanent mail 
rate and earning in excess of the 8 per cent the Board generally considers ade- 
quate for trunkline carriers, the line will actively oppose any move the Board 
might make in the direction of changing mail rates. Moreover, should a number 
of carriers be earning in excess of what the Board considers reasonable, mail rates 
and other charges are likely to be reduced only at the insistence of the Board and 
then only after protracted and tedious investigations and proceedings have been 
completed.’ On the other hand, should a carrier be earning less than the reason- 
able 8 per cent return, it is to the carrier’s advantage to petition the Board for 


* The 1947-1948 period provides an excellent example of the industry’s failure to adapt 
to changes in consumer demand. In the fiscal year of 1947 the domestic trunk lines produced 
8,643 millions of available seat miles of which 6,161 millions were revenue-passenger miles. 
In this year, to some extent, because of excess capacity the air carriers suffered very sub- 
stantial financial losses. Yet in the fiscal year 1948, instead of contracting operations, the 
lines increased available seat miles to 9,535 millions while revenue-passenger miles decreased 
to 5,931 millions. This continuous increase in available seat miles without a commensurate 
growth in revenue-passenger miles prior to 1950 resulted in a steady percentage decline in 

“the consumption of available seat miles. In the fiscal year 1945 the ratio of revenue-pas- 
senger miles to available seat miles for the domestic trunk lines stood at a high of 88.6 per 
cent. By the end of the fiscal year 1949 this figure had declined to 58.52 per cent. (Calcula- 
tions based on data secured from Annual Report of the Civil Aeronautic Board, 1947-1960.) 

7 The recent disposition of the general passenger fare investigation, CAB Order Serial 
No. E7376, (May 14, 1953) illustrates well the task the Board faces in reducing the general 
level of rates. As a result of proposed passenger fare increases in early 1952, the Board in- 
stituted on April 9, 1952, An Investigation of the General Level and Structure of Passenger 

Fares. On May 14, 1953, approximately one year and one month later, the Board granted 

motions to dismiss proceedings despite the fact that the trunklines reported a return on 

investment in excess of 14 per cent in 1951 and 1952. 
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an advance in mail rates; and it is likely that the Board will approve, effective 
the date of the petition, an increase up to the level which will allow the line a 
future return of 8 per cent.* It appears that the air carrier is therefore in the rather 
enviable position of being guaranteed what the Board considers a fair return on 
investment during lean years and earnings upward of this return during prosper- 
ous periods.* 

In summarizing the effect of the ‘need mail pay clause” on the structure of 
the industry the following conclusions appear relevant: 

1. The need of the carrier is a major criterion to be considered in determining 
the amount of remuneration to be paid for the transportation of mail. Evidence 
seems to support the proposition that once a carrier received a certificate of 
public convenience and necessity the existence of the “need mail pay clause”’ 
significantly reduces the probability of financial collapse. 

2. Comparative cost standards suffer an inherent weakness as an instrument 
for analyzing carrier operations because competition tends to cause the entire 
industry to move in the same direction at any given time. 

3. The Board is incapable of confidently appraising a number of arguments 
used to justify higher-than-average operating costs and therefore is reluctant 
to disallow any costs other than those arising from the most obvious and serious 
managerial miscalculations. 

4. As a corollary of 2 and 3, minimum cost operations may not receive the 
emphasis characteristic of industries bearing a heavier penalty when high costs 
are sustained. 

5. Average managerial talent exercising reasonable judgment in forecasting 
conditions will, over the long run, report a return upward of the 8 per cent con- 
sidered reasonable by the I Rad 


* There appears to be one very important exception to this policy. In setting mail rates 
for the “Big Four,’”’ American, Eastern, TWA, and United, the Board accorded mail pay 
allowing a reasonable return for the four carriers as a group. During the period 1947-1950, 
under this method of calculating mail pay it was estimated that TWA and United earned 
annual returns of only 2.4 per cent and 4.6 per cent respectively. See CAB Serial Order Num- 
ber E5560, (July 31, 1951). 

* The losses reported by the carriers in the years 1946 through 1948 do not violate the 
above statement. Part of losses apparent in this period are incident to the Board’s action 
in disallowing costs where management failed to accord proper weight to cost factors. But 
more vital to the understanding of these losses is the procedure adopted in establishing 
mail rates for the period in question. Throughout these unprofitable years the Board sup- 
plemented revenue with mail payments without determining the final level of rates to be 
authorized. It was only after the industry attained a more prosperous status that the CAB 
reviewed the entire temporary rate period, and authorized each carrier mail payments 
which, after disallowances, were to permit a reasonable return. Thus, although the carriers 
seemed to have sustained serious losses in the early postwar period, these losses were an 
important factor in the determination of payments to be accorded in subsequent years. The 
ultimate outcome of this procedure was a reasonable average annual return for most lines, 
i.e., usually 7 per cent. 

'© The tendency of the lines to earn excessive profits during prosperous periods is brought 
out by the following statement in the dissenting opinion of Member Adams in the dismissal 
of the passenger fare investigation, CAB Order Serial Number E7376, (May 14, 1953), pp. 
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THE CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


A discussion of the certificate of public convenience and necessity is also es- 
sential to the understanding of the Board’s power to promote air transportation. 
Before a common carrier may inaugurate or expand regular service, it must secure 
approval of the Board either through the issuance of a certificate of public con- 
venience and necessity or an exemption from this requirement. The so-called 
“grandfather clause” of the Act was the only specific restriction of the Board’s 
authority to grant certificates." This clause under the Board’s administration 
with few exceptions, automatically resulted in the authorization of permanent 
certificates to all carriers operating at the time of the passage of the Act. From 
an economic standpoint the effective demand on a number of the routes certifi- 
cated under this clause at the very outset did not justify service and some held 
little promise of developing to the point that they would produce adequate 
traffic in the foreseeable future. In connection with these authorizations, it is 
important to note that once a carrier’s route is permanently approved, the 
CAB is not empowered to revoke the certificate unless the holder deliberately 
fails to comply with the provisions of the Act or the orders of the Board. On the 
other hand, the Board is specifically given the authority to alter, amend, modify, 
or suspend, a certificate should public convenience and necessity warrant.’? To 
appreciate this statutory provision it is essential to examine the Board's use of 
this authority in expanding and promoting transportation by aircraft. 

Under the “grandfather clause” the regulatory body assumed the guardianship 
of sixteen airlines each possessing significantly different physical characteristics 
and varying degrees of financial health and promise of future success. Between 
1938 and 1941 this agency cautiously proceeded to formulate policy aimed at 
changing a financially weak and generally unaccepted means of transportation 


16-17. ‘‘It will be noted that for the five years ended December 31, 1952, our domestic trunk - 
lines earned a profit on investment after taxes of almost ten per cent (9.93 per cent) ... 
Assuming that our trunklines realize in 1953 the same profit which they actually earned in 
1952 and assuming further a reasonable increase in their investment base similar to that 
experienced in 1951 and 1952, our domestic trunklines in the five years ended December 
31, 1953, will probably have averaged more than 12'4 per cent (12.55) on investment after 
taxes.’’ 

! Section 401 (a) of the act states: ‘‘No air carrier shall engage in any air transportation 
unless there is in force a certificate issued by the Authority authorizing such air carrier to 
engage in such transportation: Provided, That if an air carrier is engaged in such trans- 
portation on the date of the enactment of this act, such air carrier may continue so to 
engage between the same terminal and intermediate points for one hundred and twenty days 
after said date, and thereafter until such time as the Authority shall pass upon an applica- 
tion for a certificate for such transportation if within said one hundred and twenty days 
such air carrier files such application as provided therein.”’ 

12 Section 401(h) of the act states in part: ““The Authority, upon petition or complaint 
or upon its own initiative, after notice and hearing, may alter, amend, modify, or suspend 
any such certificate, in whole or in part, if public convenience and necessity so requires, or 
may revoke any such certificate, in whole or in part, for intentional failure to comply with 
any provision of this title, or any order, rule, or regulation issued hereunder or any term, 
condition, or limitation of such certificate .. .” 
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into a reliable and effective mode of travel. In addition to the preferential treat- 
ment the air carriers received under the new legislation, two other factors are 
noteworthy. Technological improvements in the form of larger, safer, and more 
luxurious aircraft, plus the increase in traffic engendered by the intensification 
of the defense effort, helped to remove the fear of flying and give impetus to the 
public’s recognition of air transportation as an important means of conveyance. 
During 1941-1946 the supply of available aircraft for commercial aviation was 
grossly inadequate to provide service equal to defense and civilian requirements. 
The rapid expansion of service during the war years with the apparent general 
acceptance of air transport led the industry and the CAB to conclude that the 
demand for this means of travel would be insatiable in the postwar period, and 
on the basis of this belief, the industry and the CAB were active in satisfying the 
legal requirements necessary to offer new service once hostilities ceased and 
equipment was available. In 1947 and 1948, traffic failed to develop as predicted 
and the airlines suffered serious financial setbacks. Had it not been for the Board’s 
quick action in granting generous amounts of mail pay, a considerable number of 
the less financially stable carriers would have failed to meet their obligations 
and would likely have fallen into the hands of receivers. Subsequently, the 
increase in traffic accompanying the outbreak of the Korean war and the secular 
trend of the demand for air transportation assisted the carriers in reporting new 
highs in operating profits for the years 1951 and 1952. 

The airline depression, 1947-1949, occurring when the nation as a whole ex- 
perienced an unprecedented level of prosperity, caused the industry, government 
agencies, and independent researchers to heap wholesale criticism on the Board. 
Generally the Board was censured for failing to develop a logical and financially 
strong system of air transport routes. Specifically, depending on the point of 
view, the Board was condemned for: allowing too much competition, restricting 
carrier operations, according too little mail pay, being too generous to the car- 
riers, usurping the prerogatives of management, failing to formulate and execute 
board comprehensive policies, encouraging the lowering of passenger fares, not 
providing a climate conducive to passenger travel, and failing in general to foster 
an industry capable of adjusting to unforeseen circumstances and conditions. 
In rebuttal to these charges, the Board pointed to the Act in general and par- 
ticularly to the “need mail pay clause” and the section authorizing route certifi- 
cates as the reasons for the serious plight of the industry. The Board contended 
that in addition to being required to support the industry with mail pay, it had 
little opportunity to revise the basic route structure which was all but irrevocably 
established by the “grandfather clause.’ The Board asserted that in an effort 
to overcome fundamental deficiencies frozen into the pattern of routes and with 
the goal of resolving the conflict between technology and the air network, it had 
authorized carriers serving less lucrative areas to extend their range of operations 
in anticipation that these carriers would be able to take advantage of tech- 
nological progress. The Board held that these route extensions and adjustments 
were the only practical available means of strengthening the weak systems 
established by the “grandfather clause.” 
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Whatever the merits of the criticism directed at the Board, it is largely true 
that the Board is incapable of modifying route structures significantly, with any 
degree of rapidity. In the first place, it is highly doubtful that the Board is em- 
powered to eliminate completely those carriers servicing a high cost route system 
even though the routes in question more properly would be integrated with routes 
of other lines." In the second place, despite the fact that the Board has had some 
minor success in reordering the structure of routes by using its power to alter, 
amend, modify or suspend certificates, this type of action could not be expected 
to solve the kind of problems the industry faced in the late nineteen forties 
when as a result of a gross miscalculation of future demand for air transport 
service, all lines were in serious financial straits. The very fact that the Board is 
an administrative tribunal precludes the use of the statutory provision authoriz- 
ing certificate changes from being an effective weapon for correcting short-run 
distortions. At best the quasi-judicial process is lengthy and costly. Orders by 
the Board compelling important route changes would require the satisfaction 
of procedural requirements so time consuming that decisions are likely to come 
only after conditions have been modified so as to make new and perhaps more 
perplexing problems significant. This being the case, it seems that while present 
legislation provides adequate authority for the gradual shaping of a more orderly 
network of routes, at the same time it does not and cannot provide a means for 
coping with acute, short-run distortions which may result from errors in pre- 
dicting demand conditions. 


SUGGESTED POLICY CHANGES 


The basic criticism of present policy arises from the air transport industry’s 
failure to adjust quickly to changing conditions of demand and technology. Two 
possible modifications have been submitted as a means of correcting policy 
deficiencies. These plans are worthy of exploration." 


13 To eliminate carriers holding certificates covering a high cost route system which 
logically might be integrated with more favorable systems, the Board, by permitting weaker 
lines to capitalize anticipated earnings under the ‘‘mail pay clause,’’ has encouraged mer- 
gers and consolidations. 

One other policy modification recently discussed in Braniff Final Mail Rate Case, 
(CAB Order Serial Number E7815; October 13, 1953), deserves mention. In its simplest 
form, this plan would result in an establishment of an earning equalization reserve fund. 
A carrier’s earnings in excess of 8 per cent would be credited to the fund, while the amount 
by which earnings fall short of an 8 per cent return would be debited to the fund. Presum- 
ably this is to increase the Board’s effectiveness in evaluating existing mail rates and peti- 
tions for higher mail pay. The plan immediately brings to mind the ill-fated Recapture 
Clause of the Transportation Act of 1920 which required the railroads to transfer to the 
Interstate Commerce Commission one-half of all earnings in excess of a 6 per cent return on 
investment. Not wishing to sacrifice income some roads are reported to have engaged in 
extravagant spending. It would appear reasonable to assume that the same unhappy conse- 
quences would emanate from the establishment of an earnings equalization reserve fund 
for air carriers. But more important, this change in the administzation of mail rates would 
not alter the fact that the carriers are paid on the basis of their respective needs, and hence 
could not be expected to solve the problems related to efficient and economic operations. 
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It is contended that in order to assure rapid adjustments to economic change, 
either the “need mail pay clause’ must be eliminated or the limitations re- 
straining the Board from quickly and finally realigning the route pattern, when- 
ever public convenience and necessity dictates, must be removed. It is believed 
that either one of these two statutory provisions may remain, and the industry 
may be expected to operate with reasonable satisfc ction. As long as both are in 
effect, however, economical operations cannot be anticipated. On the basis of 
this conviction, a considerable number of students assert federal intervention 
must be increased so as to be commensurate with the responsibility the ‘“‘mail pay 
clause”’ has imposed on the Board.'* This group contends that the Board clearly 
must have the power and duty of revoking certificates if defects, especially such 
as those evidenced during the 1947-1949 period, are to be eliminated, and if the 
air network is to adjust to future fluctuations in demand and advances in equip- 
ment design. In addition to encouraging the correction of the basic route flaws, 
it is pointed out that the adoption of this plan, because of the availability of funds 
under the “need mail pay clause,” would offer the tremendous advantage of 
permitting the CAB to experiment with the development of operations present’ y 
uneconomical, but holding real promise of placing no burden on the government 
in the foreseeable future. Several exceptions have been taken to this plan. 

The carriers allege the extensive use of the revocation and suspension powers 
would inject an element of instability into the industry and, therefore, would be 
inconsistent with the traditional government promotion of aeronautics. This 
argument is not impressive since the successful use of temporary certificates 
indicates that jud‘cious application of the revocation power need not produce 
serious instability.'* A more penetrating criticism of this plan is that it would not 
instill any significant motive in carrier management to take immediate action 
to adjust output to traffic fluctuations, because the carriers would be operating, 
as now, on a cost-plus basis. The force of this argument must be admitted; 
carriers operating under honest, efficient and economical management could be 
expected to anticipate government assistance in the form of the mail payments 
should the short-run financial position become unfavorable. As long as this is 
the case, the rapid and sometimes drastic changes necessary to rectify the results 
of faulty forecasting cannot be anticipated. Not only is this plan of limited value 
in dealing with short-run problems, but there is some doubt as to the efficacy 
of this procedure to counteract the tendency of the industry to develop a sub- 
stantial amount of excess capacity. To some extent this trend toward “over- 


'* “There is not even the limitation that this largess authorized to be paid to a holder of 
a certificate can ever be effectively stopped despite whatever original misjudgment may 
have occurred in its issuances, or whatever changed factors may characterize the operation. 
My own view is that, since public convenience and necessity was the basis for the issuance 
of a certificate, the absence of public convenience and necessity should be grounds for its 
termination.”’ James M. Landis, ‘‘Air Routes and the Civil Aeronautics Act,’’ 15 Journal of 
Air Law and Commerce 295, 297 (1948). 

‘© The local or feeder carriers, all operating under temporary certificates, increased 
revenue passenger miles from 63,734,000 in 1948 to 309,734,000 in 1952. Annual Report of the 
Civil Aeronautics Board, 1952, Appendix XIII. 
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expansion” is engendered by the individual carrier’s desire to maintain and 
improve its competitive position; from the standpoint of the individual lines the 
emphasis placed on frequent scheduling and larger and more luxurious equipment 
is perfectly logical and consistent. From the standpoint of public interest, of 
course, this movement will tend to lead to relatively high-cost operations and 
comparatively high mail rates and therefore thwart the attainment of a satis- 
factory long-run position. It is because of this long-run tendency that the revoca- 
tion proposal is subject to a more serious and compelling criticism arising pri- 
marily out of the marked and unprecedented control the CAB would exercise 
over individual carriers. In its simplest form, if the revocation provi-ion is to be 
effective, the Board will hold the power of life and death over many of the less 
profitable lines. This in itself may not be too serious; what is important, however, 
is that in order to obtain maximum results, the Board must be permitted to plan 
in a very broad sense. The mapping of routes and the stops to be served is likely 
to be only the beginning of the task. What is or is not an economic route is to 
some degree a function of the type of equipment available. Hence consideration 
of economic route structures logically leads to some control of equipment. More- 
over, if wasteful duplication of service is to be eliminated, schedules of individual 
carriers must be integrated with component parts of the system.” If controi 
over these and additional factors is not exercised, a system properly adjusted 
to present and expected volume of traffic may be thrown out of balance by the 
multiplication of schedules or by stepping up individual carrying capacity of the 
plane. To no little degree the large financial losses suffered by the lines in the 
immediate postwar period are to be explained in terms of overscheduling. 

The scope of planning and regulation envisaged here would encroach heavily 
on the prerogatives of management often causing the CAB to be the final decision- 
making body in areas usually carefully reserved for private management. More- 
over, such expansion of control leaves some doubt as to whether the CAB could 
function in the traditional fashion of an administrative tribunal wherein it is 
customary to form basic policy decisions within the framework of quasi-judicial 
proceedings. Under the present case-by-case method with each decision 
predicated on the evidence submitted and the record made in the proceedings, 
the Board has naturally fallen short of establishing a record of consistency. This 
approach has the tremendous virtue, however, of insulating the Board from 
political pressure. To some extent, assigning the Board the direct responsibility 
of developing an over-all economical air transport network would reduce the 
Board’s ability to maintain the objectivity essential to regulatory bodies and 
might weaken the Board’s resistance to political pressures, which inevitably 
accompany extensive governmental powers. Should the Board yield to these 
forces, there is the serious danger that this shift in policy may produce a less, 
rather than a more, favorable allocation of resources. 

" At present the Board’s control over the amount of transportation offered to the public 
is limited. Section 401(f) states: ‘‘No terms, conditions, or limitations of the certificate 
shall restrict the right of the carrier to add to or change schedules, equipment, accommoda- 
tions, and facilities for performing the authorized transportation and service as the develop- 
ment of the business and the demands of the public shall require.” 
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Discouraged with present policy and apprehensive of a broad extension of 
government regulation, some students have talked of returning to a more rigorous 
use of the price system as the allocating mechanism in the air transport industry. 
Although this theory has a relatively small number of supporters and its ad- 
herents have not been very articulate in presenting their case, generally it is 
safe to state that few students would completely remove the carriers from govern- 

_ment protection and regulation. In the main this group contends that the exist- 
ing statute would be acceptable if the “mail play clause” were amended." It 
further asserts, with justification, that the price system does not function ef- 
fectively in this segment of the economy. To be sure, prospective profits provide 
motivation, but losses, as well as profits, ordinarily play an important part in 
directing resources and stimulating low-cost operations. But because present 
policy reduces the probability of losses this aspect of the price system is somewhat 
ineffective, and before the industry can distribute the factors of production in 
a manner consistent with the public interest, the “need mail pay clause’’ must 
be replaced with a more realistic provision. It appears that two major advantages 
would accrue from the placing of more reliance on the price mechanism. First, a 
properly functioning price mechanism would provide the flexibility essential to 
adjust carrier operations to short-run demand fluctuations. Second, carrier 
recognition that the government is not standing by to finance experiments would 
instill a spirit of prudence in management. While this may to some extent retard 
the advancement of the industry, it would have the advantage of reducing 
wasteful competitive practices and at the same time decreasing the tendency 
toward excess capacity. 

Should there be a greater reliance on the price system, there still is the difficult 
problem of finding an acceptable substitute for the present method of remunerat- 
ing the carriers—a substitute which would permit essential flexibility without 
injecting a high degree of instability into the industry. One suggestion worthy 
of consideration recommends segregating the carriers, on the basis of operating 
characteristics, into a number of groups and paying all carriers falling within 
any one group a common mail rate, the level of which would be compatible with 
the principles of orthodox rate theory. Once mail rates were established under 
this procedure, the Board would periodically review payments in light of changing 
conditions and circumstances; the Board would not however adjust mail rates 
solely to assure the continued performance of the less efficient carrier within a 
group. To the extent that the Board is successful in administering such a plan, 
a new emphasis would be placed on efficiency and at the same time would en- 
cou! age the carriers to take appropriate steps to reduce excess capacity. — 

This policy change is open to criticism on two counts.” First, such a policy 

" Those who would amend the mail pay clause too often become fascinated with the 
co. cept of separating subsidy from air mail payments and lose sight of their real objective. 
For a discussion of the difficulties posed by such a process see D. Philip Locklin, ‘‘A Critique 
of Proposals to Separate Subsidy from Air Mail Pay,”’ 18 Journal of Air Law and Commerce 


166 (1951). 
'* Factions vigorously opposed to this plan would adduce two additional arguments. 
These are: (1) Present policy is justified in the light of national defense; (2) present policy 
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would result in the adoption of the present structure of routes, which is generally 
considered unsatisfactory. This objective however appears to be less compelling 
on recognition that the profit motive would exert strong pressure for the abandon- 
ment of the more uneconomical routes and modification of still others. At the 
same time, the present statutory provision authorizing the Board to suspend 
and modify routes would permit the Board to reshape gradually the route pattern 
as public convenience and necessity required.” 

Hazards peculiar to flying produce another objection to this policy change. 
It is suggested that carriers, in order to reduce operating costs, especially those 
faced with financial stress, might neglect safety precautions with a resulting rise 
in opprobrious accidents and passenger fatalities. This danger is present and 
must be reckoned with, but accidents may be held to a minimum through the 
continued close cooperation between the Civil Aeronautics Administration and 
the carriers on matters pertaining to safety. 


CONCLUSION 


There is some evidence that the Civil Aeronautics Act of 1938 has served the 
purpose for which it was originally intended and that the Act must be amended 
if air transportation is to develop along efficient and economical lines in the _ 
future. As means of rectifying statutory defects several recommendations relative 
to amending the Act have been investigated. A strongly advocated policy change 
would empower the Board to revoke certificates. It is to be concluded that this 
broad extension of federal power contains several basic disadvantages and does 
not hold great promise of providing a solution to fundamental short or long-run 
problems. 

The second proposal, which would eliminate the “‘need mail pay clause,”’ would 
make the industry more receptive to changes in consumer demand and would 
tend to inhibit wasteful competitive practices which in the long-run lead to 
relatively high-cost operations. 

Recent mail proceedings establishing a common mail rate for a number of 
carriers of similar operating characteristics would seem to exhibit a tendency on 


is necessary to provide essential service. While these two arguments are constantly in the 
foreground, whenever air transportation policy is discussed, a critical examination of these 
points indicates that they are not worthy of serious consideration. The national defense 
argument can be dismissed on the observation that the type of carriers which would be 
excluded with the adoption of the price system operate obsolete, inefficient equipment 
capable of carrying approximately thirty passengers. The fact that new military equipment 
is ¢ble to carry two hundred equipped troups demonstrated the limited contribution that 
present policy makes to national defense. The concept of essentiality of service used in 
connection with surface transportation is rarely applicable to air transportation and, there- 
fore, need not be considered important in our discussion. 

2° The importance of route alterations possible under Section 401(h) are exemplified by 
Southwest Airways Company Mail Rates, CAB Order Serial Number E7401, (May 31, 1953). 
Two carriers unprofitably served five California cities. The Board, against the carrier’s 
will, compelled one line to suspend service to these points. This action, the Board estimated, 
reduced the other line’s mail pay need by approximately 20 per cent, or $200,000 per year. 
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the part of the Board to make extensive use of the group rate plan and one might 
surmise that » new CAB policy has emerged resembling the one recommended 
above.” Although predicting the future is at best presumptuous, it is noteworthy 
that the Board has seen fit to place on group rates only those carriers reporting 
earnings in excess of the 8 per cent considered adequate by the Board.” On the 
other hand lines incapable of operating profitably at their respective rates were 
given mail payments commensurate with the need for continued operations.” 
These facts make it appear that the Board will continue to follow the policy of 
liberally utilizing air mail payments as a means of precluding carrier insolvency. 
As long as this is the case the price mechanism will not effectuate optimum 
development in the industry. 

Today commercial aviation is experiencing a prosperous boom and, notwith- 
standing Reorganization Plan No. 10 of 1953 which modifies the administration 
of so-called subsidy payments, there is no indication of legislative intent to amend 
significantly the statute. While this attitude prevails, the extent to which the 
price mechanism will be used in organizing and directing commercial aviation 
depends upon the philosophy and background of the various Board members, 
the rulings of the courts, and the pressures and circumstances of the times. 
It might be hoped that this means of improving air transport operations may 
find more vigorous application in the future than in the past. 

™ Four carriers, American Airlines, Eastern Air Lines, Trans World Airlines, and United 
Air Lines, currently receive a rate of 45¢ for each ton-mile of mail carried. Six carriers, 
Braniff Airways, Capital Airlines, Delta Airlines, National Airlines, Northwest Airlines, 
and Western Airlines are recipients of a 53 cents per ton-mile rate. 

™ For the year 1952 no carriers operating under group rates earned less thar: a 12 per cent 


return. Aviation Week, April 27, 1953, p. 91. 
™ Three trunk lines, Colonial Airlines, Continental Airlines, and Northeast Airlines, 


fall within this category. 
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CROSS HAULING—A SYMPTOM OF INCOMPLETE 
COLLUSION UNDER BASING-POINT SYSTEMS 


JOHN 8. McGEE 
University of California at Los Angeles 


In the December 1949 issue of the American Economic Review, Professor 
Stigler formulates an interesting and useful theory of delivered price systems.' 
As a first approximation this paper assumes, with Stigler, that basing point 
pricing is a manifestation of oligopolistic collusion with respect to price, but 
that rivalry in sales efforts and services continues. Although other aspects of 
Stigler’s theory deserve comment, the purpose of this paper is to comment 
principally upon his hypotheses about cross-hauling. According to Stigler, 


It is difficult to see why cross-hauling should arise because of the inherent nature of 
the system; production center A will be selling in the area of production center B only 
when it cannot sell its share of the industry’s sales in its own area, and, therefore, when B 
will not be selling in A’s territory.? 


Stigler predicts that there will be some cross-hauling,’ but that its magnitude 
will not be great. As he puts it, “One would not expect cross-hauling to be a 
major waste under systematic freight absorption, ...and there is no empirical 
evidence that contradicts this expectation.’” 

Testing Stigler’s hypothesis will aid in evaluating delivered price systems, 
since substantial cross-hauling wou!d constitute a waste of resources. 


I. MEASUREMENTS OF STEEL DISTRIBUTION 


During the course of research on related problems, this writer has come upon 
empirical data that appear suitable for testing Stigler’s hypothesis about cross- 
hauling. Empirical data will be given primarily for only two steel products, cold- 
rolled and hot-rolled sheets, and show in detail the role played by only two 
centers producing these products, Detroit and Chicago.® 

Table 1 shows shipments of cold-rolled sheets made from mills in the Detroit 
district to various destinations during February 1939. Table 2 shows cold-rolled 
sheet receipts of the Detroit district during the same month. Detroit was an 


' George J. Stigler, ‘‘A Theory of Delivered Price Systems,’’ The American Economic 
Review, XXXIX, December 1949, pp. 1143-59. 

Ibid., p. 1149. 

* He finds two basic reasons for this hypothesis: (1) there may commonly be a “variable 
time interval’ between orders and deliveries; and (2) firms may ‘“‘keep sales agencies in 
important markets.’”’ Ibid. 

Ibid. 

* Most of the data presented here were compiled from information gathered for the 
TNEC, Hearings, Part 27 (Washington: U.S. Government Printing Office, 1940), 14130 ff., 
and 14331 ff. 
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TABLE 1 
Shipments of Cold-Rolled Sheets from Detroit District Mills, February 1939 
(Net Tons) 


Source: TNEC Questionnaire Form B. 


TABLE 2 
Detroit District Receipts of Cold-Rolled Sheets, February 1939 
(Net Tons) 


SOURCE (PRODUCING DISTRICT) 


Pittsburgh-Johnstown 
Youngstown 
North Ohio 


euree: TNEC Questionnaire Form B. 


important market for this product,* and steel producers outside the Detroit 
district were interested in selling in it.” 

The tables reveal interesting relationships. During the same month that 
Chicago mills shipped 7,659 tons of cold-rolled sheets to Detroit and 5,023 tons 
to the rest of Michigan, Detroit shipped 1,767 tons to Chicago. Chicago got. more 
of its sheets from Detroit than from ‘nills in its own district. Detroit mills 
shipped to all destinations* a total of 20,135 tons. In the same month, Detroit 
received 43,671 tons. Thus if all of the total shipments made from Detroit had 
gone to supply the Detroit district itself, Detroit would still have been forced to 
“import” half of its sheet requirements. Although Detroit was a deficit producing 


* The location of the automobile industry, a large consumer of cold-rolled sheets, prob- 
ably accounts for much of the geographic concentration of demand for that product. TNEC 
Questionnaire Form A data indicate that during 1936, 1937, and 1938, the Detroit district 
received an average of about 60 per cent of the total national receipts of cold-rolled sheets. 

’ The National Steel Corporation was the only important steel producer located in the 


Detroit district. 
* Some of this total—14,882 tons —went to the Detroit district itself. 
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area, not all of the cold-rolled sheets produced in Detroit went to Detroit. 
About 20 per cent of Detroit production went outside of Michigan. Substantial 
tonnages moved to surplus producing centers, especially to Illinois and Ohio. 
Significant amounts went to Pennsylvania. Some even went to New York and 
California. 

On the other hand, the lure of the Detroit market brought heavy shipments 
from Chicago, Buffalo, Pittsburgh-Johnstown, and Ohio. While these districts 
shipped to Detroit, Detroit shipped steel to their districts or to districts freight- 
wise nearer them than to Detroit. 

The situation of Chicago—revealed by Tables 3 and 4—is also interesting. 
Chicago, in contrast to Detroit, was a heavy surplus producer: it received from 
all sources only 3,644 tons during the month, and shipped to all destinations 
18,750 tons. About 40 per cent of the cold-rolled sheets shipped from Chicago 
went to Detroit. Large amounts went to Ohio, and some to Pennsylvania, both 
heavy surplus producers. Almost half of the sheets received by Chicago came 
from Detroit. 


TABLE 3 
Shipments of Cold-Rolled Sheets from Mills in the Chicago District, February 1939 
(Net Tons) 


DESTINATION (CONSUMING DISTRICT) 


- 


Source: TNEC Questionnaire Form B. 


TABLE 4 
Chicago District Receipts of Cold-Rolled Sheets, February 1939 
(Net Tons) 


SOURCE (PRODUCING DISTRICT) 


Source: TNEC Questionnaire Form B. 
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TABLE 5 
Shipments of Hot-Rolled Sheets from Detroit District Mills, February 19389 
(Net Tons) 

DESTINATION (CONSUMING DISTRICT) TONNAGE 
Michigan (all other) . 1,354 
Connecticut (Except Fairfield County) 1,026 


Source: TNEC Questionuaire Form B. 
TABLE 6 


Detroit District Receipts of Hot-Rolled Sheets, February 1939 
(Net Tons) 

SOURCE (PRODUCING DISTRICT) TONNAGE 

Cleveland........ 7,813 
1,308 


Souree: TNEC Questionnaire Form B. 


Evidently, during February 1939 important steel-producing areas were 
reciprocally sharing markets.’ 

Traffic in another steel product, hot-rolled sheets, also furnishes interesting 
examples of steel distribution patterns. Table 5 shows shipments of hot-rolled 
sheets made from Detroit district mills during February 1939. Detroit district 
receipts of the same product are shown in Table 6. 

In February 1939, Detroit mills shipped 4,062 tons of hot-rolled sheets to 


* Though it is more dangerous to draw inferences from yearly data, it is interesting that 
material from TNEC Questionnaire Form A indicates that during 1936, 1937, and 1938, 
substantial market interpenetration may also have occurred. During those years Detroit, 
though continuously a deficit producer, shipped sheets to distant destinations. In 1937—a 
year in which the steel industry achieved its highest rate of capacity utilization for the 
decade 1930-39—Detroit shipped over 20 per cent of its cold-rolled sheets outside of Michi- 
gan. During the same year 27,000 tons of cold-rolled sheets moved from Detroit to Ohio, 
while Michigan received tremendous tonnages from Ohio producing centers. 
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TABLE 7 
Shipments of Hot-Rolled Sheets from Chicago District Mills, February 1939 
(Net Tons) 


Michigan (all other) 

Indiana (Except Lake County) 

Illinois (all other) 

Cleveland 


~ Source: TNEC Questionnaire Form B. 
TABLE 8 
Chicago District Receipts of Hot-Rolled Sheets, February 1989 
(Net Tons) 


28 


Middletown-Newport 
Cleveland 


= 


Source: TNEC Questionnaire Form B. 


Chicago; during the same month, 4,843 tons moved from Chicago to Detroit. 
Though Detroit got large tonnages from Ohio producers, considerable amounts 
went from Detroit to Cleveland and other Ohio destinations. In spite of the 
reliance of Detroit consumers upon eastern suppliers,’® Detroit steel makers 
shipped over 1,000 tons to Connecticut. 

In summary, though steel producers in Detroit supplied only about 64 per 
cent of the hot-rolled steel requirements of that district, they shipped about one- 
third of their hot-rolled sheets outside of the Detroit district. Some of their 
shipments went to remote points. 

Tables 7 and 8 reveal the position of Chicago as a producer and user of hot- 
rolled sheets. The Chicago district, in addition to exchanging hot-rolled sheets 
with Detroit, traded important quantities with Ohio producers." 

10 Examples: Buffalo, Pittsburgh. 

1 The position of St. Louis and Buffalo is also interesting. During February 1939 St. 
Louis received from all sources 3,185 tons of hot-rolled sheets. Only 673 tons of this amount 
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DESTINATION (CONSUMING DISTRICT) TONNAGE 
4,101 
3,081 
1,312 
1,252 
SOURCE (PRODUCING DISTRICT) TONNAGE 
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Yearly data for 1936, 1937, and 1938 indicate much the same pattern of market 
interpenetration as did the data for February 1939, although there is no con- 
clusive evidence that the same (and no other) causes underlay both patterns.” 

The T.N.E.C. materials on steel furnish other examples of reciprocal market- 
sharing and wasteful transportation. In addition, the Board of Investigation 
and Research, in a study of one-day waybill samples covering different times and 
different products, uncovered what appear to be examples of cross-hauling.” 


Il. CEMENT 


Furthermore, there is considerable evidence that cross-hauling was important 
not only for steel but for cement as well. Existing quantitative data divulge 
considerable cross-hauling of cement, but unfortunately have not so far been 
available for publication.‘ Nonquantitative evidence consists of statements 


came from mills in the St. Louis district. Chicago supplied 1,312 tons. The rest came from 
the North Ohio, Youngstown, Middletown-Newport, Detroit, Portsmouth-Ashland, Pitts- 
burgh, Indiana (other), and Buffalo districts. Out of the 2,677 tons St. Louis mills shipped 
that month, only 763 tons went to St. Louis buyers: 585 tons went to Illinois (all other), 
200 to Chicago, and 327 to Indiana (except Lake County). St. Louis mills shipped the rest 
of their steel to Wisconsin, Minnesota, lowa, Kansas City, Missouri (other), Nebraska, 
Kansas, Kentucky, Tennessee, Arkansas, Oklahoma, and Texas. In 1937, while Illinois 
received 29,108 tons from St. Louis, Chicago mills shipped 9,496 tons to Missouri. 

Buffalo, though a surplus producer, faced heavy dumping from mills outside its district. 
Of the 3,287 tons of hot-rolled sheets received by Buffalo, local mills supplied only 1,109 
tons. Data are from TNEC Questionnaire Forms A and B. 

2 It is likely that the yearly data include more spurious ‘‘cross-hauling’’ because of lags. 
Cases of simultaneous geographic overlap of shipments could be overestimated by the 
inclusion of shipments that occurred months apart. Yearly data might thus include spurious 
cross-hauls caused by a relative rise in the strength of demand in market A relative to 
market B, followed by a decline in the importance of market A relative to market B, etc. 

"U.S. Congress, Senate, The Economics of Iron and Steel Transportation, Letter From the 
Board of Investigation and Research. 79th Cong., lst Sess., 8. Doc. 80, Washington, 1945. The 
following example of the sort of traffic flows indicated concerns shipments of tin-plate 
disclosed by the April Sample: “Sparrows Point shipped 216,647 pounds to Wheeling; 
Steubenville and Weirton (both near Wheeling) shipped, respectively, 171,491 pounds and 
469,938 pounds to Baltimore. Canonsburg (in Pittsburgh area) also sent 350,110 pounds to 
Baltimore. 

“Gary shipped 52,214 pounds to Baltimore and 178,101 pounds to Weehawken (N. J.); 
Yorkville (near Wheeling) shipped 133,592 and Steubenville 93,445 pounds to Chicago and 
Yorkville 138,880 pounds to Burlington (Wis.). 

“The Pittsburgh and upper Ohio Valley districts are the principal surplus areas for tin 
plate; Chicago and Baltimore are great food-canning centers, and, hence, consume large 
quantities. Consequently considerable amounts of identical products must have been 
shipped. Moreover, mills at both Sparrows Point and Gary are equipped to produce a varied 
line of products. This seems to be a case of cross-hauling.’’ Jbid., p. 83. 

'“ The Board of Investigation and Research collected waybill sample data on point-to- 
point cement transportation. The data divulge individual plant performance. The data are 
compiled on IBM sheets and reveal very substantial cross-hauling. These data were de- 
posited with the Interstate Commerce Commission and the Corps of Army Engineers. In 
addition, an unpublished study of cement transportation was based upon these data: Paul 
E. Sweeney, The Economics of Cement Traffic Flow, May 1943. Typed. 283 pp. The Sweeney 
study to some extent aggregates points of origin and destination. 
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made by members of the industry. Although these statements are not completely 
unambiguous, they suggest that cross-hauling occurred in large amounts. An 
official of one of the five largest cement companies of the United States is re- 
ported to have said: 


I have argued with the members of this organization for years that the cross freighting 
of cement is unsound and uneconomic and ought to be stopped. Certainly, there ought 
‘to be some limit interposed. If the cement companies could be limited to crosshauling so 
that their net would be, say, only 15 percent less than their base price, it would effect a 
tremendous saving. The railroads doubtless would be opposed to anything of that kind 
because it would mean a heavy loss of revenue. . . .'* 


Cement producers’ discontent with the magnitude of cross-hauling, and the 
costs of it to them, caused some of them to look wistfully to alternative methods 
of pricing and distributing: 

It would seem, with a commodity of the weight of Portland cement, averaging from 
40 to 50 cts. per bbl. for transportation charges from the mills to consumer, that the 
question of cross-shipments is one that must be in time regulated, as this fact largely ac- 
counts for the very low return cement manufacturers have been receiving of late years 
for their product. In Germany, by cartel agreements restricting cross-shipments from 
one territorial group into the territory of another territorial group, prices have been 
maintained at reasonable figures and mills have received some return on their capital.'* 


Ill. ON INTERPRETING THE DATA 


Unfortunately, the quantitative data and other materials cited are not perfect 
for testing Stigler’s assertions about cross-hauling. That is, what are apparently 
cases of cross-hauls may not actually be such at all. The two most important 
possible causes for errors of estimation would be (1) heterogeneity of products 
within the same product class; and (2) time lags. 

The first difficulty would arise if plants producing the same broad class of 
product did not produce all important. varieties of that product class. That is, 
plants could conceivably specialize somewhat upon the production of varieties 
within the broader product class. According to one authority, this possibility 
was, as a practical matter, of little real significance: 


Plant specialization may operate as a cause in the case of some small and obsolete 
plants, but in view of their flexibility, this argument is not sound for modern large mills. 
Mills often are specialized as to class of products but usually are able to meet a wide 
range of specifications within the class made. 

One of the outstanding advantages of the new continuous rolling mill is its adaptability 
to the production of several flat-rolled products. 

In regard to mill schedules it must first be remembered that it is normally rare for 


steel mills to operate at anything like full capacity.” 


16 U.S. Federal Trade Commission, Report on Price Bases Inquiry, The Basing-Point 
Formula and Cement Prices (Washington, 1932), p. 138. 

16 Concrete-Cement Age, Cement Mill Section, December, 1912, p. 143. ‘“‘The World’s Ce- 
ment Industry.” It appears that the prices here referred to are ‘‘mill-net prices.’’ See the 
table bottom of page 144. 

1” Board of Investigation and Research, Iron and Steel Transportation, op. cit., p. 82. 
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Second, since the data do not show the shipment pattern at an instant of 
time, time lags may be an important source of error."* Errors in the measurement 
of cross-hauling could arise because, first, the period over which the shipments 
are measured may be sufficiently long to include marked fluctuations in the 
proportion of total sales made in specific geographic areas. That is, over a long 
enough period, the consumption of district B could rise relative to A, with ship- 
ments moving from A to B, followed by A’s consumption rising relative to B, 
with shipments flowing in the opposite direction. However, measurements over 
periods as short as one day, or one month, should not contain large errors of 
that character."* Second, the greater are the variations in the lag between orders 
and deliveries, the greater is the possibility that measurements of steel ship- 
ments will include spurious “cross-hauling.” It may be argued on a priori — 
grounds that the average lag between orders and deliveries will tend to be 
greatest during periods when capacity is fully utilized (with back-orders piling 
up), and lowest when there is a great deal of idle capacity. If this hypothesis is 
correct, the magnitude of errors caused by the order-delivery lag would tend to 
be relatively slight in depression periods.” 


IV. THE LOGIC OF CROSS-HAULING 


If available data indicate a substantial amount of cross-hauling, it should 
ultimately be possible to explain it. One possible explanation lies in the tendency 
of systematic delivered pricing to eliminate price competition and increase the 
importance of sales promotion and other forms of non-price rivalry. Although 
the basing-point system aided in making collusion on prices virtually complete, 
other forms of rivalry could not so readily be suppressed. Basing-point pricing 
tends to produce identical delivered prices quoted by all producers to any given 
destination.” Such an arrangement offers no price inducement for any buyer to 
buy from any particular seller. Steel producers, and cement producers as well, 
commonly relied upon services—speed of delivery, for example—and sales effort 
to get the business. Buyers then chose among rival sellers on the basis of custom, 
chance, or other non-price considerations. 

If it costs them no more, some buyers in say, Chicago, may prefer to buy steel 
from Detroit producers. At the same time, some Detroit buyers may, because of 


“ Stigler also points out another possible type of time-lag error: “the variable time 
interval between orders and deliveries. .. .”’ Stigler, op. cit., p. 1149. Errors of this type 
could occur even if the data were instantaneous. 

'* This would seem to be especially true in the case of products like steel sheets. There 
seems to be no obvious reason why the demand for such products should be geographically 
unstable. 

* On occasions during the depression National Steel took telephone orders for relatively 
small tonnages, and trucked the steel to the buyer’s plant on the same day it received the 
order. ‘National Steel: A Phenomenon,” Fortune, 5: 31 ff., June 1932. 

*! Where prices differ among different customer classes—as in the case of the lower steel 
prices commonly accorded automobile manufacturers—it would be more accurate to say 
that the system tends to produce identical price quotations to a particular customer or 
customer class located at any particular destination. 
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a well-established and harmonious relationship with Chicago producers, prefer to 
buy their steel from Chicago. Related sources of cross-hauling may be the rela- 
tionship of parent firms to their subsidiaries or affiliates, and the practice of 
having central buying offices for multi-plant enterprises. For example, Detroit 
firms that buy their steel in Detroit may have affiliates or subsidiaries in Chicago 
or Buffalo. In the absence of price concessions from Buffalo and Chicago steel 
producers, the Detroit firm may prefer that its affiliates get their steel from 
Detroit. The same sort of relatienship could, at the same time, exist in the case 
of Chicago firms with affiliates in Detroit and Buffalo. The result would be cross- 
hauling of steel products. By discovering or creating this kind of preference in 
the minds of buyers, steel producers could sell in areas tributary to rival mills, 
even though from their rivals’ viewpoint these areas held no more business. 
Sellers’ success in altering buying habits in their favor will depend upon their 
ingenuity and intimate knowledge of the market areas, and the tenacity of the 
preferences already established. Some new accounts may be easily gotten at the 
expense of their rivals; it may not be worth their while to devote the necessary 
sales effort to winning over other accounts, assuming that it could be done at 
all without cutting price. 

Further, steel buyers may prefer not to be wholly dependent upon a single 
supplier. The basing-point system, which did not offer a buyer inducements to 
buy from near as compared to distant mills, enabled any buyer to spread his 
purchases among suppliers at separated and distant points so long as steel pro- 
ducers were willing to absorb freight to make such sales.” In the nineteen-thirties 
they were willing to do so. In periods of general steel shortage, buyers who regu- 
larly exercised the normally costless option of buying from distant rather than 
the nearest suppliers may be severely hurt if distant mills refuse to take orders 
on which they must absorb freight. That buyers actually exercised this option 
under the basing-point system is demonstrated by the plight of many steel 
buyers during the post-World War II steel shortage.” 

Finally, when price is eliminated as a guide to buyers, any buyer for whose 
purposes the product of all sellers is identical may choose his supplier by 
pure chance.™ This could also result in cross-hauling. 

The foregoing explanations rest upon the reactions of buyers to the identically 
priced offerings of their suppliers. But the role of sellers is, of course, at least as 
important. Why should sellers perpetuate and stoutly defend a system of pricing 
and distribution that, according to their own descriptions, results in higher 
transport and sales costs than alternative systems? Assuming that a basing- 
point system is already operating, individual sellers would be willing to accept 
any order whose formula price covers the marginal cost of production plus the 
incremental sales and delivery costs incident to that business. When substantial 


™ This assumes either that sellers are shipping from non-base mills or selling in the 
markets of ‘‘foreign’’ basing-points. 

%3 See U.S. Congress, Senate, Special Committee to Study Problems of American Small 
Business, Changes in the Distribution of Steel: 1940-1947, 81st Congress, Ist Sess., Report 
No. 44 (Washington, 1949), pp. 19 ff. 
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capacity lies idle, and marginal costs are much lower than average costs, sellers 
may be willing to expend large sums for transportation and sales effort to obtain 
additional business. When they can count upon their fellows in the industry to 
adhere to their system of “ethics,’”’ rivalry in transport and sales effort is much 
more attractive to sellers than the initiation of a price war whose generally un- 
happy end all can foresee. Conspiring oligopolists apparently believe that price 
competition is the most dangerous and costly form of rivalry. Even though they 
do not erode the delivered price structure, in an effort to utilize idle capacity 
sellers may reciprocally infiltrate one another’s markets. This would build up 
costs and reduce profits of participants in the partial conspiracy; it would be 
better for the group as a whole if cross-hauls could be avoided. Yet better alter- 
native systems could not be expected to escape legal proscription. Furthermore, 
the costs of cross-hauling are not continuous. They are impo. cant chiefly in 
periods of depression. In prosperity, when demand presses heavily upon capacity, 
sellers do not find it worthwhile to “absorb freight” to get business, and the 
chief cause of cross-hauling disappears. Thus, producers did not defend the 
basing-point system because it was perfect. It went a long way toward the sup- 
pression of price competition, but could not eliminate all forms of trade rivalry. 
It must be remembered that the steel and cement industries, though highly co- 
operative, each consisted of independent corporate organizations, none of which 
could risk sacrificing all discretion to a working arrangement which might at 
any time disintegrate. In short, pricing, distribution, innovation, and a host of 
other features of these industries would have been different if a single firm con- 


stituted each industry. Reciprocal sharing of markets, openly deprecated by 
industry leaders when it leads to universal (and costly) cross-hauling of products, 
is an expression of the trade rivalry which will inevitably exist when an industry, 
though conspiring, is not completely consolidated within one ownership unit. 
Some of the most wasteful aspects of basing-poiat pricing resulted from trade 
rivalries expressed in a context of noncompetitive pricing.** 


™ Board of Investigation and Research, Zron and Steel Transportation, op. cit., p. 153. 

** Stigler’s contention is that geographic instability of demand is the most important 
factor making oligopolistic conspirators choose a basing-point system rather than some 
other pricing scheme. By geographic instability he means that ‘‘the proportion of national 
or regional sales made in each consumption center is subject to substantial fluctuations.” 
Unfortunately, he does not state the probable time over which euch fluctuations must take 
place to fit his theory. Nor does he conclusively demonstrate the existence of such Muctua- 
tions. His argument suggests that substantial geographic demand fluctuations take place 
within any given year. This type of fluctuation, if it exists to an important degree, offers 
businessmen an incentive for choosing basing-point pricing, if stability of prices is greatly 
desired by the conspirators. However, short-run instability in the consumption pattern 
need not be of primary importance so long as the general level of economic activity is high 
enough to eliminate most idle capacity. Heavy industrial capacity is augmented in discon- 
tinuous spurts, and the economy is subject to great cyclical fluctuations. In steel and ce- 
ment, capacity is expensive and durable. Those who own it appear to have been on the 
constant alert to preserve its worth against the dangers of an uncertain world. If the econ- 
omy—and the basing-point industries—could be continuously prosperous, industry leaders 
would likely be little concerned over price instability. They might, under such circum- 
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Vv. CONCLUSIONS 


Unfortunately, data of the kind necessary to test Stigler’s hypothesis are 
neither abundant nor very recent. Appropriate distribution data are normally 
closely guarded business secrets. Existing data were disclosed by extraordinary 
government investigations that are not likely to be repeated with any regularity. 
Furthermore, if cross-hauling is sired by extensive idle capacity, the most recent 
usable data would necessarily be about as old as those analyzed here, even if 
various basing-point industries were anxious to provide information. 

The available data, imperfect though they may be, are consistent with the 
hypothesis that cross-hauling of steel and cement was important during the 
nineteen-thirties. The evidence appears sufficiently strong to inspire revaluation 
of Stigler’s hypothesis. 


stances, turn their energies to making prices as consistently high as market conditions 
would allow. 

In a cyclically unstable economy, a basing-point system serves producers well even if 
demand is geographically stable in the short-run sense. In a depressionless world a basing- 
point system would not be essential to conspirators even if demand were geographically 
very unstable; in a world in which depressions occur periodically, basing-point systems 
would be useful to seliers even if demand were geographically quite stable. 
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COMMUNICATIONS 
INVENTION, INNOVATION, AND COMPETITION 


Critics have long accused the patent system of fostering monopoly. One school 
of criticism is devoted to so-called abuses of the system, such as restrictive licens- 
ing, closed patent pools, and pre-emption of whole areas of technology by owner- 
ship of governing patents. This article is concerned, however, with the argument 
of the school which attacks the patent system itself. It demonstrates formally 
how a monopoly on technical knowledge or its use can be used to convert a 
purely competitive industry into a monopoly or near-monopoly. In this respect, 
the contribution is primarily methodological, since the proposition proved seems 
generally accepted on intuitive grounds. However, the technical apparatus 
developed permits a further, less obvious, conclusion, namely, that the incentive 
to invent and use a better method of production in an industry now competitive 
is greater, the greater the likelihood that control of the invention will permit a 
monopoly in production. In this respect, the patent system and the legality of 
industrial secrecy actually serve to channel research into areas where competi- 
tion can be most readily extinguished, for the prospective profits will be greater 
for any given reduction in production costs, the closer the innovation brings the 
innovator to the position of monopolist. From this point of view it would seem 
that the existence of institutional restraints on rapid and widespread use of new 
technical knowledge renders anything approaching pure competition a transi- 
tory phase in the history of an industry. 

Certain preliminary cautions are in order, however. The incentive to seek and 
produce new products is not considered, nor is the incentive to develop and use 
cost-cutting inventions in monopolistic industries examined. Perhaps the patent 
system serves a more useful purpose in these instances' than in the case ex- 
amined here: the incentive to invent and use, to the exclusion of others, a cost- 
cutting innovation in a purely competitive industry. Hence, although the argu- 
ment of the patent system’s opponents seems substantiated in the case considered, 
their case might fall when viewed against a broader background. 

Since the incentive to invent is usually, but not always, tied in our society 
to the prospect of innovative profits we shall assume that the prospective profit 
from invention and the prospective profit from innovation are identical. This, 
of course, is a considerable over-simplification. To further simplify the analysis, 
we shall take the period of innovative monopoly, i.e., the period during which 
the innovator alone uses his improvement, as given. Similarly, we shall take the 
expected costs of production with the invention as given. The problem of de- 
velopment, i.e., the dynamic problem of the gradual improvement in the innova- 
tion itself and the progressive enlargement of the innovator’s share of the market, 
will be ignored. In other words, we shall assume that the innovator has his in- 
novation completely in hand from the start and instantaneously penetrates the 

1 Thus, it has been maintained that small firms existing in the shadow of large rivals 
would often be defenseless without patents. 
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market to whatever extent he wishes. We assume that the invention will con- 
stitute such an improvement in technique that when introduced the product 
price will be depressed. 

Most generally we may say that the inventor-innovator compares the expected 
cost of making and developing the invention with the profit he expects to earn 
from its use, and if the latter exceeds the former by an amount sufficient to 
compensate for the risk assumed, he will undertake the contemplated research. 

Given our assumptions, the determination of innovative profits can be analyzed 
in terms of the situation shown in Figure I. The total product demand is ex- 
pected to be that shown by the curve DD’. During the period of innovative 
monopoly the rest of the industry is expected to supply the amounts shown by 
the curve SS’. The excess demand curve PED’ represents the excess of the quan- 
tities demanded over the quantities supplied by the rest of the industry at prices 
less than P. The excess demand is equal to the total demand at a price of 8 or 
lower. The marginal revenue curve expected to confront the innovator is that 
given by the curve PM. The invention is expected to yield average and mar- 
ginal costs equal to CC’. (The equality of average and marginal costs simplifies 
the analysis without significantly affecting the results.) The costs of the rest of 
the industry and of the innovator are assumed to be independent. His profits 
will be at a maximum with an output of CA (= RB) when the product price 
will be at R and the rest of the industry will be confined to an output of BF. 
Total innovative profits will be equal to the rectangle CABR, and it is this sum 
which will be compared by the prospective innovator with the costs of research 
and development. 

We may now consider the factors on which the size of CABR, the prospective 
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innovative profit, depends. We take up in order the following possible variations 
in the situation depicted in Figure I: (a) With the (sans innovation) equilibrium 
price and output changed, let SS’ and DD’ vary at below equilibrium prices. 
(b) With SS’ unchanged, let DD’ vary. (c) With DD’ unchanged, let SS’ vary. 
It will be observed that possibility (a) encompasses a set of special cases which 
might be examined under (b) or (c). We set up (a) as a special category because 
it is especially interesting. 

The more elastic the SS’ and DD’ curves are at below equilibrium prices, the 
greater will be the innovator’s anticipated profit, (CC’, the innovator’s prospec- 
tive costs, being given). The reason for this is that the more elastic these curves 
are in the indicated range, the greater will be the excess demand, i.e., the product 
demand confronting the innovator. At the one extreme of a perfectly inelastic 
supply, all of the inputs will be fixed to the industry, and the demand confronting 
the innovator and his prospective profits will be relatively low. At the other 
extreme, if the supply is perfectly elastic for a range to the left of equilibrium, 
the demand confronting the innovator and his prospective profits will be rela- 
tively high. This can be shown by the use of Figure II in which the product 
demand is expected to be DD’, the alternative supply SGS’, the alternative sup- 
ply being perfectly elastic between S and G. At a price just below OS, then, all 
other producers will be completely priced out of the market. The innovator’s 
average and marginal costs are given by CC’. Under these conditions, the demand 
confronting the innovator will be PFED’, where SF, the amount demanded of 
the innovator at a price of OS is equal to GE, the excess of the total demand 
at that price over SG, the amount that other producers will offer. At F, the 
demand confronting the innovator becomes perfectly elastic and joins the total 
demand curve at E. At prices below E, the innovator’s demand and the total 
demand are identical, no other supply being forthcoming. In this case, the de- 
mand confronting the innovator has two kinks, one at F where it flattens out, 
and the other at E, where it joins the total demand curve. Corresponding to the 
kinks in the innovator’s demand curve are the kinks at J and E in his marginal 
revenue curve, the innovator’s marginal revenue curve being PJFEM. At J, 
his marginal revenue kinks upward, joining his demand curve from F to E. At 
E, his marginal revenue kinks downward, reflecting the more obtuse kink in 
his demand curve at the same output. 

In this instance, where many competing producers leave the industry together 
at OS, the innovator finds that his marginal cost curve intersects his marginal 
revenue curve from below at two outputs, CH and CK, and he must choose 
between them. Which is the more profitable depends on which area is greater, 
HJI, or IFEK. If the former is greater, then output CH is more profitable. If 
IFEK is greater, then output CK is more profitable. 

It is obvious that the innovative profits will tend to vary directly with the 
elasticity of the DD’ curve to the right of equilibrium. 

The effect of a different product demand on innovative profits, alternative 
supply being given, is also cbvious. A higher aggregate demand would mean a 
greater excess demand (i.e., the demand facing the innovator) and therefore 
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greater prospective profits. A lower product demand would, of course, mean 
lower prospective profits by the same reasoning. It seems important to dis- 
tinguish here between a different demand and a change in demand. A decrease 
in demand may induce firms in the industry to undergo research risks which 
they by-passed under more favorable conditions, even though prospective profits 
are smaller now.? Conceivably, too, an increase in demand may cause them to 
forego research risks which under less favorable circumstances they might have 
assumed. If the effect of the changes in demand on prospective innovative profits 
exceeds their possibly opposite effects on willingness to bear risks, it would then 
be correct to state that an increase in demand will increase the incentive to 
invent and innovate,’ while a decrease in demand will decrease the incentive. 
No valid generalization seems possible as to the effect of a change in alterna- 
tive supply on prospective innovative profits.‘ The difficulty lies in the fact that 
whatever forces responsible for a different supply may also affect the prospective 


? Perhaps the development by the motion picture industry of three dimensional movies 
in response to the threat of television, the improvement of passenger equipment on the 
railroads in response to the threat of the air and highway transport, and the search of the 
cotton textile industry for better ways of treating cotton fiber are cases of this sort. . ; 

3 Many instances of increased invention resulting at least partly from increased demand 
could be cited, e.g., the Bessemer and open-hearth steel refining processes (growth of rail- 
roads and other metal-using industries), the rotary kiln in cement production and the 
Owens and other mechanical methods of making glass containers (growth of cities), con- 
tinuous methods of making sheet steel and plate glass (growth in demand for the closed 
body car). 

* A distinction between a change in supply and a different supply, similar to that made 
between a change in demand and a different demand, seems unnecessary. 
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production costs of the innovator. When no such relationship exists, then the 
greater the alternative supply, the lower the prospective innovative profits, 
and the lower vhe alternative supply, the higher the prospective innovative 
' profits. The stimulus to the search for new tanning materials afforded by the 
exhaustion of local supplies of tanning bark in the leather industry in the nine- 
teenth century appears to be an example of the latter. An increase in alternative 
supply because of an innovation in an allied phase of production will lower pros- 
pective costs of production for the innovator as well as decrease the demand 
confronting him. If the reduction in his costs makes possible the tapping of an 
extremely elastic portion of the aggregate demand curve, the incentive to invent 
and innovate may be enormous. The alternation of inventions between spinning 
and weaving in the English textile industry during the industrial revolution is 
perhaps explainable in these terms. 

In sum, the incentive to seek and use an invention in a purely competitive 
industry will tend to vary directly with: (a) the elasticity of demand and of the 
alternate supply at prices below that which would prevail in the absence of the 
innovation; and (b) the magnitude of demand. 

That the incentive to seek and use a cost-cutting invention should vary directly 
with the elasticity of demand and the alternate supply and with the magnitude 
of demand itself is a disturbing conclusion, for it means that the incentive to 
develop the invention is the greater, the more nearly the inventor as producer 
can acquire monopoly status. This is true because the greater the demand or 
the more elastic the supply and demand are below the alternative equilibrium 
price, the greater will be the innovator’s share of the market. And, of course, 
the less will the innovator be obliged to share the cost reduction with his cus- 
tomers. 

Consider a hypothetical society with a patent system and a large number of 
purely competitive industries of equal size. Suppose further that a given outlay 
for research in each industry would yield an identical saving in production costs 
in each industry. Then, if the preceding analysis is correct, those inventions 
would tend to be sought which would be most likely to result in monopoly power. 
There would, in brief, tend to be a destruction of competition. 

Moreover, once monopoly power has been achieved through successful, 
monopolized innovation, it is doubtful whether the expiration of patent rights 
will in most cases effectively reinstate a regime of competition. The older inno- 
vator’s strong asset position, and the reliance of suppliers, employees, and buyers 
alike on him, will tend to discourage entry, even if the scale of the monopoly is 
excessive. Indeed, the closer the original innovator came to monopoly, the more 
likely it will be that all knowledge of the relevant art will reside within his firm 
and entry would then be not only unprofitable but impossible. 

The foregoing discussion suggests the desirability, from the standpoint of a 
liberal society, of severing both the link between invention and innovation, and 
that between innovation and the prospect for monopoly profit. Existing proposals 
for awards to inventors instead of patents would appear to be a step in the right 
direction. Industry-wide suggestion systems might also be appropriate If awards 
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paid were sufficient, industrial secrecy might be greatly reduced. The possibility 
of having experts visit, examine, and report on the operations of existing plants 
should be considered. Such schemes could be financed by taxing the firms in 
the industry, the proceeds to be used to pay inventors, contributors to sugges- 
tion systems, and firms whose methods the visiting experts deem worth broad- 
casting. While any compensation scheme would be somewhat arbitrary, pre- 
sumably payment would be in proportion to the economic significance of the 
ideas involved. By this means the incentive to invent would be dissociated from 
the prospect of monopoly on the use of inventions, while the incentive to inno- 
vate would derive from the desire to cut costs, a desire enhanced by the neces- 
sity of matching price cuts of rivals who have already adopted the innovation. 

Monopolistic or oligopolistic industries would be largely unaffected by such 
proposals, except to the extent that current market power rests on patent owner- 
ship. 

Under this scheme, the great industrial laboratories could continue to be 
operated by the firms of which they are today a part. However, patent protec- 
tion would not be afforded their results nor would secrecy be permitted. Instead, 
the results obtained from their research would be made available to all, and the 
company under whose auspices the research was conducted would be paid in 
accordance with the economic merit of the ideas produced, as judged by an 
independent commission of experts. If this practice discouraged research in 
captive laboratories, the desired research could be done under government 


contract by independent or university laboratories using funds collected as 
taxes from the industries which are expected to use the results. 
Michigan State College Jacosp SCHMOOKLER 


RESEARCH CONFERENCE ON SOUTHERN 
ECONOMIC DEVELOPMENT 


On September 10-11, 1953 a conference on research in problems of southern 
economic development was held at Vanderbilt University. The conference, 
which was organized by Professors William H. Nicholis and B. U. Ratchford, 
was made possible by a grant of funds from the Committee on Economic Growth 
of the Social Science Research Council and was attended by 31 persons from 
educational institutions and public agencies. Its purposes were three: 

(1) To assess the research now going on in the field of southern economic 

development; 

(2) To determine the limitations and gaps in current and projected research 

in this field; and 

(3) To agree upon the most fruitful lines of future research activity and the 

best means for facilitating coordination and communication among 
research workers in this field. 

The first day was devoted to a consideration of research in the field of general 
economics and the second day to projects in the field of agricultural economics, 
The discussions were informative and fruitful. The participants indicated a 
strong desire to have the conference meetings continued on an annual basis and 


‘ 
, 


386 COMMUNICATIONS 


authorized a committee to work toward that end. They also asked that commit- 
tee to compile a check list of major research projects in this field now under way 
or completed since January 1, 1953 and to request The Southern Economic Journal 
to publish that list and additions to it on a semi-annual or annual basis. 

The list given below is the first attempt at such a check list as the conference 
requested. In order to conserve space the projects or groups of projects are listed 
as briefly as possible. Any who are interested in any of these projects may learn 
more about them by corresponding with the persons or agencies conducting 
them. For several reasons, this list must be highly tentative and incomplete. I 
would greatly appreciate it if any who know of other projects which belong in 
this list would send me brief descriptions of them. They should be: (a) projects 
now under way or completed since January 1, 1953; (b) of major importance—- 
more than a single article or a graduate student’s thesis; and (c) fairly directly 
relevant to the southern economy. 

Duke University B. U. Rarcurorp 


A TENTATIVE LIST OF RESEARCH PROJECTS ON THE ECONOMY OF THE 
SOUTH NOW UNDER WAY OR COMPLETED SINCE JANUARY 1, 1953 


I. GENERAL ECONOMICS 


A. —_ Development and Resource Use 
1. Survey of Talledega, Alabama, Committee on Human Relations, U. of Ala. 
(Langston T. Hawley, Chairman). 
2. Tributary Watershed Program, TVA. 
3. Economie Change in Jackson County, Alabama, B. T. Lanham, Ala. Poly. Inst., 
with TVA. 
4. The Impact of Bowaters Southern Paper Corporation, L. E. Worley and R. E. 
Long, U. of Tenn., and W. E. Wesson, U. of Chattanooga with TVA. 
5. Pilot Study of Childersburg, H. Ellsworth Steele, Ala. Poly. Inst., with TVA. 
6. Economic Potentials of the Tennessee Valley, John V. Krutilla, TVA. 
7. Various Studies by the Bureau of Community Services, U. of Ky. 
B. Industrial Development and Industry Studies 
1. The Iron and Steel Industries of the South, H. H. Chapman and others, U. of 
Ala., with TVA. 
2. Factors Affecting Resource Development in Various Industries, H. B. Moore, 
Paul Rigby, and others, U. of Ala. 
3. Employment Trends in the TVA Region and the Southeast by Major Industries, 
1929-52, Lewis C. Copeland, TVA. 
4. Economie Study of the Phosphate Industry, Jesse W. Markham, Vanderbilt, 
with TVA. 
E. Foster, U. of Fla., with 
TVA. 
Eugene Holshouser, Fla. State U. 
. The Economics of Florida’s Gulf-Coast Fishing Industry, Marshall R. Colberg 
and others, Fla. State U. 
. Study of the Rayon Industry, om W. Markham, Vanderbilt. 
. Cigarette Demand and Taxation, Frank H. Maier, Vanderbilt. 
. Basing-Point Pricing and Southern Industrial Development, George W. Stocking, 
Vanderbilt with the NPA Comm. of the South. 
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11. Studies of Industrial Organization and Control, David Motter and William E. 
Mueller, Vanderbilt. 
12. The Structure of Southern Industry, Milton 8. Heath, U. of N. C. 
13. The Economics of North Carolina’s Fishing Industry, Rex 8. Winslow, U. of N. C. 
C. Studies in Income and Income Payments 
1. Income in the Counties of Alabama, H. B. Moore and Marion H. Hawley, U. 
of Ala. 

. County Income in Southeastern States, TVA with others. 

. Distribution of Income in the Tennessee Valley Region, 1949, Lewis C. Copeland, 
TVA. 

4. Differences in State Per Capita Income Payments, Frank A. Hanna, Duke U. 

5. Techniques for Estimating Income for Small Areas, Fed. Res. Bank of Atlanta. 

6. Studies of Income and Product Accounts, Werner Hochwald and others, Fed. 
Res. Bank of St. Louis. 

7. North Carolina Income by Counties, Lowell D. Ashby, U. of N. C. 

D. Labor, Management and Personnel 

1, An Analysis of Applied Psychology in Southern Industry, N. C. Miles, U. of Ala. 

2. Human Relations Factors in Aircraft Maintenance Work Units, Comm. on Hu- 
man Relations, U. of Ala. (Langston T. Hawley, Chairman). 

3. The Impact of Rapid Industrialization on Labor-Management Relations in the 
Paducah, Kentucky, Area, Reed Tripp, U. of Ky., with TVA. 

. Labor Resource Studies, Thomas A. Kelly and Ben M. Wofford, Miss. State, and 
Nicholas Beadler, U. of N. C., with TVA. 

. Case Studies on Negro Employment, John Hope, Fisk U., Donald Dewey, Duke 
U., Langston T. Hawley, U. of Ala., E. W. Eckard, U. of Ark., B. U. Ratchford, 
Duke U., Howard Wissner, Tulane U., and W. E. Wesson, U. of Chattanooga, 
with NPA Comm. of the South. 

. The Regional Significance of Industrial Structure, George W. Stocking, Vander- 
bilt. 

. Absentee Ownership of Southern Industry, George W. Stocking, Vanderbilt. 

. North-South Wage Differentials, Glenn Gillman, Ga. Inst. Tech. 

. Personnel Technique of Southern Manufacturers, Ala. Poly. Inst. 

. Policies and Practices of International Unions Toward Minority Groups, Fisk U. 

. Case Studies on Personnel in North Carolina Industry, R. P. Calhoon, E. W. 
Noland, and A. M. Whitehill, Jr., U. of N. C. 

. Development of Executive Leadership in North Carolina, J. T. O’Neill, U. of 
N.C. 

. Uses of Rivalries in Stimulating Employees in North Carolina Industries, R. P. 
Calhoon, U. of N. C. 

E. Public Finance 
1. The History of the Fairhope Single Tax Corporation, P. E. Alyea, U. of Ala. 
2. The Costs of Providing “Separate but Equal” School Facilities for White and 
Negroes, Ernst W. Swanson, Emory U. and others in the “Ashmore” Project. 
3. Economic Factors Affecting the Cost of Unemployment Insurance, Lowell D. 
Ashby, U. of N. C. 
F. Population 
1. Population and Migration in the Tennessee Valley, Frank D. Alexander, TVA. 
2. Recent Population Trends in the South, John Macilachlan and Joe 8. Floyd, Jr., 
U. of Fla., with NPA Comm. of the South. 
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3. Studies on Population Composition and Change in Louisiana and the South, 
Homer L. Hitt, L. 8. U. 
4. Studies of Population and Manpower in Kentucky, Howard W. Beers and others, 
U. of Ky. 
G. Money, Banking, and Finance 
1. Periodic Studies and Statistical Series by the Federal Reserve Bank of Atlanta: 
(a) Banking Data for Small Areas 
(b) The Inter-District Flow of Funds 
(c) Special Monthly Index of Wholesale Prices 
(d) Long-Term Personal Savings 
(e) Financial Needs and Current Practices of Certain Industries 
. Periodic Studies and Statistical Series by the Federal Reserve Bank of St. Louis: 
(a) Regional Trade Balances 
(b) Money Flow Accounts 
3. Historical Relationships Between Earnings and Capital Structures, C. S. Cottle 
and W. Tate Whitman, Emory U. 
4. North Carolina Credit Bureaus, A. R. Dooley, U. of N. C. 
H. Transportation 
1. Economic Barriers to Navigation Use of the Tennessee River, R. Bruce McGehee, 
TVA. 
2. The Economic Problems of Southern Highway Development, James W. Martin, 
U. of Ky., and J. M. Buchanan, Fla. State U. with the 8. R. E. B. 
3. Economic Aspects of Segregation in Interstate Railway Travel, Fisk U. 
I. Economic and Business History 
1. History of the Nashville, Chattanooga, and St. Louis Railroad, Rendigs Fels, 
Vanderbilt. 
. History of the Gulf and Mobile Railroad, James Lemley, U. of Ga. 
. History of the Dan River Mills, Inc., R. 8. Smith, Duke U. 
. Early History of Highway Development in the South, John H. Goff, Emory U. 
. The Role of the State in Economic Development in Georgia, 1732-1860, Milton 
8. Heath, U. of N. C. 
6. Public Development of Railroads in the South, Milton 8. Heath, U. N. C. 
J. Miscellaneous 
1, Minerals Research, TVA with others. 
2. Theory of Consumption and Dynamics of Economic Growth, Ernst W. Swanson, 
Emory U. 
3. The Organization and Operation of the North Carolina Public Utilities Com- 
mission, Clyde C. Carter, U. of N. C. 


Il. AGRICULTURAL ECONOMICS 


A. General 

1. Sixth District Balance Sheet of Agriculture, Fed. Res. Bank of Atlanta. 

2. Southern Economic Development with Particular Reference to Agriculture, W. H. 
Nicholls, Anthony Tang, and Fletcher Riggs, Vanderbilt. 

3. Problems of Low Income and Productivity in Southern Agriculture, W. E. Hen- 
drix, U. of Chicago, with NPA Comm. of the South. 

4. Impact of Industrial Development Upon Tennessee’s Agriculture, Joe A. Martin 
and R. B. Hughes, Jr., U. of Tenn. 

5. The Nature of an Efficient Agriculture, D. W. Parvis, Miss. State. 
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6. Research in Agricultural Development in the Tennessee Valley Region, Vernon 
W. Ruttan and Stephen C. Smith, TVA. 
B. The Agriculture Labor Market 
1. Underemployment of Labor in Agriculture in the Southeastern U. 8., C. E. 
Bishop, N. C. State. 
. Utilization of Rural Manpower in Eastern Kentucky, Howard W. Beers, U. of Ky. 
. Studies on Possibilities of Farm Enlargement, T. J. Whatley and 8. W. Atkins, 
U. of Tenn. “8a 
. Population Mobility and Resource Adjustment in A Southern Appalachian Com- 
munity, B. H. Luebke, U. of Tenn. 
. Resource Use and Incomes of Families on Small Farms, C. E. Bishop, N. C. State. 
6. Adjustment Experience of Rural Migrant Workers in Indianapolis, Eldon Smith, 
U. of Chi. (Now at Fla. Exp. Sta.) 
7. Studies of Migration, Labor Capacity, and the Labor Market, D. Gale Johnson, 
U. of Chi. 
C. Farm Income 
1. Sources of Income on West Kentucky Farms, Glenn Johnson, U. of Ky., with TVA. 
2. Comparisons of Farm and Non-Farm Income, Margaret Reid, U. of Chi. 
3. Studies of Farm Incomes and Employment, Especially in the TVA Region, Ver- 
non Ruttan with TVA. 
D. Marketing Farm Products 
1. Marketing Channels for Farm Products in Relation to Industrialization, Dorothy 
Dickens and W. E. Christian, Miss. State. 
2. Studies in the Marketing of Poultry, Milk, Vegetables, and Livestock, W. W. 
McPherson and others, N. C. State. 

In addition studies of marketing methods and market potentials for farm 
products are under way in almost every land grant college. These are too detailed 
and too numerous to list here. 

E. Capital Requirements and Sources of Credit 
1. Effects of Outmigration of Farm-Born Population Upon Capital Resources of 
Agriculture, P. P. Dorner and E. J. Long, U. of Tenn. 
2. The Availability of Credit in the Southeastern States, Warren Gustus, U. of Chi. 
3. Bank Farm Lending Practices and Policies, Charles T. Taylor, Fed. Res. Bank of 
Atlanta. 
4. Practices and Charges of Selected Credit Agencies, Miss. State. 
5. Studies on Agricultural Credit and Farm Development Program, D. Francis 
and D. L. Henry, Fed. Res. Bank of St. Louis. 
6. Agricultural Credit in Lauderdale County, R. G. F. Spitze, U. of Tenn. 
. Agricultural Production Patterns and the Stability of Rural Negroes, Henry 
Taylor, Tenn. A. and I. 
. Negro-Operated Family Farms in the U. 8., Joseph Willett, U. of Chi. 
. Balancing Capital Uses Between the Firm and the Household, J. C. Redman, 
U. of Ky. 
10. Studies of the Capital Requirements and Credit Practices Involved in the Pro- 
duction of Various Farm Products, W. H. Pierce and others, N. C. State. 
F. Farm Technology 
1. Research in Fertilizer Technology, TVA with others. 
2. Agronomic Research, TVA with others. 
3. Hydrologic Research, TVA with others. 
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4. Cotton Mechanization and the Labor Force in the Mississippi Delta, A. J. Morin, 
U. of Chi. 

5. The Cost of Producing Farm Products in North Carolina, W. W. McPherson and 
others, N. C. State. 

G. Miscellaneous Agricultural Studies 

1. Forestry Research, TVA and others. 

2. Farm Classification and Analysis, Otis T. Osgood, Miss. State and TVA. 

3. Study of Agricultural Programs and Policies (Cotten and Peanuts), R. 5. Freund 
and H. B. James, N. C. State. 
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BOOK REVIEWS 


The Economics of Sellers’ Competition: Model Analysis of Sellers’ Conduct. By 
Fritz Machlup. Baltimore, Md.: The Johns Hopkins Press, 1952. Pp. xx, 582. 
$6.40. 

The Political Economy of Monopoly: Business, Labor and Government Policies. 
By Fritz Machlup. Baltimore, Md.: The Johns Hopkins Press, 1952. Pp. xvi, 
544. $5.50. 

These two books, which may appropriately be regarded as two volumes of a 
single study, represent a thoughtful, painstaking, and thorough treatment of the 
theory of pricing under conditions ranging from atomistic competition to mo- 
nopoly and of the significance to public policy of the manifold departures from 
the competitive norm in the contemporary economy. Machlup brings to bear 
on his analysis both unusual theoretical competence and, for a theoretician, rare 
empirical knowledge. The result is an important contribution to the literature 
of the monopoly problem. Its importance lies not so much in its originality as in 
the depth and thoroughness of Machlup’s analysis. He probes deeply, ranges 
widely, and in general writes clearly. The subtitle of The Economics of Sellers’ 
Competition, “Model Analysis of Sellers’ Conduct,” indicates the orthodoxy of 
his approach. In Part I, ““The Theory of the Firm and Types of Competition,” 
Machlup portrays the role of model building in economic analysis, indicates the 
significance of the marginal analysis to the theory of the firm (drawing heavily 
upon his 1946 American Economic Review article, “Marginal Analysis and Em- 
pirical Research”), challenges the critics who deny it, and gives a preview of 
the rest of the book, which consists of six additional parts. It is in these that 
Machlup analyzes price making in markets ranging from atomistic competition 
to monopoly and it is in these that he demonstrates his ability to elucidate 
contemporary and traditional theory. His analysis of markets with many sellers 
and with few, with homogenous and heterogenous products, with free and limited 
entry, with quality competition and competition in sales effort is systematic, 
meticulous, and comprehensive. Without resort to even the simpler mathematical 
techniques Machlup gives the clearest exposition of the Cournot, Bertrand and 
Edgeworth models of duopoly I have ever read. I think he is to be commended 
for trying “to keep the book as far as possible within the confines of literary 
economics”’ and congratulated for having in large measure succeeded. 

Machlup is not only a competent theorist, he is a taxonomist. Whether or not 
this is a virtue I think depends on the uses to which taxonomy is put. The lack 
of a common, precise nomenclature among economists is a fault, and Machlup 
is an ardent semanticist. But Machlup is addressing his book to the intermediate 
or advanced student as well as the expert. Hence I doubt the wisdom of his 
preoccupation with definition and classification, which occupy a surprisingly 
large part of the book. Moreover, in enlarging and sharpening our vocabulary, 
I should think we would do well to stick to English. Oligopoly and monopoly 
are ugly words, but economists have used them so much that for us they have 
391 
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taken on a sort of shopworn luster. But before oligopoly has made the second 
edition of Webster’s unabridged New International Dictionary, Machlup offers 
us its Greek sisters polypoly and pliopoly. Polypoly, as Machlup points out, is 
not entirely new, having first appeared in 1662 and being now used regularly 
in German, French, and Italian literature. But pliopoly is Machlup’s own con- 
tribution to our jargon. It refers to the “unhampered movement of entrepre- 
» neurial resources in the direction of highest prices” or, stated more simply, to 
mobility and freedom of entry. Finding a lack of uniformity among economists 
in their use of free and perfect competition to describe this situation, Machlup 
concludes that the “solution is to coin a new word.’”’ We now have three hats in 
the semantic ring. I should thic « it would have been simpler to have standardized 
an English term. ““Newcomers’ competition,” Machlup tells us, is the English 
equivalent. What this lacks in erudition it makes up in clarity. I prefer it. 

The Political Economy of Monopoly, as its title suggests, deals with monopoly 
and public policy. In it Machlup displays the same thorough and painstaking 
approach which characterizes The Economics of Sellers’ Competition. Part I 
deals with “concepts, problems, and appraisals’’; Part II, with monopolistic 
business practices; Part III, with government policies, both those aimed at 
preventing (antitrust laws) and those at helping monopoly (corporation laws, 
taxes, tariffs, patents, and price controls); Part IV, with labor policies; and 
Part V, with “facts, theories, and measurements.” It is in this book that Mach- 
lup’s competence as a theorist and his understanding of the facts of industrial 
life count for most. Machlup is not only a student of the contemporary business 
scene, but was, I believe, at one time consultant to one or more European car- 
tels. At any rate, he knows their way of life. Some students may think that Mach- 
lup exaggerates the prevalence and significance of restrictive practices in our 
economy and that he gives inadequate weight to modern technology as a factor 
in size and fewness of sellers. I do not. While recognizing that mass production 
necessitates big firms, he also recognizes that our contemporary corporate em- 
pires have been more concerned with market control through financial integra- 
tion than with the economies of scale. An appropriate modification of our cor- 
poration laws, our tax and patent programs, and a reduction in tariffs would 
certainly not give us the “obvious and simple system” of the classical economists 
but it might well contribute to more effective competition. 

Machlup’s treatment of organized labor as a monopoly problem may not be 
pleasing to many students of labor economics, but it is logical and objective. It 
does much to dissipate some fallacies in the “perishable commodity,” and the 
“inequality of bargaining’ arguments, while at the same time recognizing the 
monopsonistic power of big buyers of labor in isolated markets. This might be 
overcome in part by making labor more mobile. He thinks that the immobility 
of labor has been exaggerated, however, and that trade unions have done little 
to solve the problem. The government might help by providing more adequate 
knowledge of the labor market, establishing employment agencies, and provid- 
ing subsidies or loans to help labor meet the cost of relocating. But it also might 
inerease the mobility of enterprise. Thus he favors a simultaneous attack on 
monopoly in business and in labor. This brief summary of his position does not 
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do justice to his treatment of the social significance of labor organizations, which 
is quite the most comprehensive and incisive to appear in any recent book deal- 
ing with the general problem of monopoly. 

Although Machlup believes that our economy is shot through with monopoly 
power, in his closing chapter he considers the difficulty of measuring the extent 
of monopoly and he wisely concludes: “Measurement is no substitute for good 
judgment, whereas good judgment may often do without measurement. If we 
can see barriers to entry, obstacles to mobility, and other restrictions of competi- 
tion, we can proceed to remove them even if we cannot ‘measure’ their effects.” 

As texts I am afraid these books ave pretty ponderous, but as supplementary 
reading they will be extremely useful. The more sophisticated can also read them 
with great profit. 

Vanderbilt University Georce W. Srockina 


Introduction to Malthus. Edited by D. V. Glass. New York: John Wiley and 

Sons, 1953. Pp. x, 205. $2.75. 

“Bachelors and spinsters I decidedly venerate. The world is overstocked with 
featherless bipeds. More men than corn is a fearful preeminence, the sole and 
fruitful cause of penury, disease and war, plague, pestilence and famine” (p. 57). 
These words of Mr. Fax from Thomas Love Peacock’s novel Melincourt become 
the thesis of this excellent little work. This book was written because ‘the Mal- 
thusian theory has once again become a topic of the day, (however) what Mal- 
thus actually wrote is far from widely known”’ (p. vii). 

The latter half of the book is made up of two smaller works of Malthus that 
express the essence of his views. The one, A Summary of the Principle of Popula- 
tion, was first published in 1830 and is a late statement of his ideas appearing, 
in fact, after the sixth edition of the Essay. The other is A Letter to Samuel Whit- 
bread published in 1807. Here Malthus is at his best. Clear, concise, moderate 
yet firm, Malthus is applying his theory to the practical world of politics seeking 
to shape the course of legislation on the Poor Laws. This letter ‘coloured the 
attitude to the social services in general for a century or more” (p. ix). 

The first half of this volume is composed of three essays: H. L. Beales, “The 
Historical Context of the Essay on Population”; D. V. Glass, ‘Malthus and the 
Limitation of Population Growth”; and Alan T. Peacock, ‘Malthus in the Twen- 
tieth Century.” There follow about 30 pages of bibliography concerning “the 
genesis and course of the Malthusian Controversy in Britain” (p. 81). The pur- 
poses of these essays is to ‘‘serve as a stimulus to further study” (p. x). They 
seek to establish three broad principles: 1. ‘Population theory cannot be dis- 
cussed without reference to the nature of a particular society . . . ; 2. to believe 
...in the importance of population as a factor in economic development does 
not thereby involve subscribing either to Malthus’ theory as a statement of long- 
run principles, or to his proposals for social and economic policy; 3. if there are 
no grounds for complacency . . . (regarding) the . . . relation between population 
growth and economic progress in underdeveloped countries—nor is there justifi- 
cation for hysteria” (p. x). 

It is clearly shown how the Malthusian theory, resting ‘“‘on the view that pov- 
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erty and indigence are the inescapable lot of man” (p. 10), became a “godsend 
to the conservative and frightened people who feared the spread in England of 
French revolutionary ideas and behaviour” (pp. 8-9). Because “a perfect society 
was... a mirage” (p. 28), and in order to allow the “principle of population to 
work with the least possible prejudice to the virtue and happiness of human 
society” (p. 28) Malthus recommended “moral restraint’ as a maxim of con- 
duct. This meant essentially tie postponement of marriage until one could sup- 
port a family. It did not mean advocating artificial checks on family size. 

Malthus contributed much to the shaping of economic thought and policy: 
he hardened the thinking of the “laisez-faire” policy makers (p. 22); he influenced 
the development of “moral restraint” in Catholic Ireland (p. 30); ironically, he 
may have stimulated the spread of family limitation that has destroyed some of 
the validity of his propositions; he gave to Edgeworth and others an argument 
“against the re-distribution of income by taxation” (p. 64); he has given neo- 
Malthusians an argument against providing economic aid to backward areas; 
and his influence en Keynes is commonly known (pp. 65ff). 

The usual fallacies in the Malthusian law are analyzed briefly. They include: 
The diminishing rate of population growth in Western economies (p. 60); the 
increasing efficiency of labor due in part to higher wages (p. 61); the need for 
population expansion to provide a source of demand especially for investment 
goods (p. 65); the effects of rising prices for raw materials that may bring to 
the people of backward areas the benefits enjoyed so long by the industrial 
areas of the West. 

Despite the fallacies in Malthus’ thinking, despite his support for policies 
that do not appeal to modern “liberals,” there is much of significance in Malthus’ 
warnings about an overzealous state bent on assuring the security of its wards; 
for example, his account of the consequences of constructing ‘‘parish cottages” 
(p. 197) is a fairly accurate statement of the housing problem of England in 
1954. If this book served no other purpose it would be worthwhile for calling our 
attention to Hume’s classic statement: “Of ali sciences, there is none where 
first appearances are more deceitful than in politics” (p. 189, footnote 1). 

Washington and Lee University E. C. Grirrira 


Essays in Positive Economics. By Milton Friedman. Chicago: University of 

Chicago Press, 1953. Pp. v, 328. $5.75. 

This is a collection of remarkable essays by one of America’s top-flight econo- 
mists. It is, among other things, a rebuttal to the view, apparently widely held 
even among economists, that economic theory in general and neo-classical theory 
in particular is ingenious, interesting to those who are interested in that sort of 
thing, and perhaps useful to the student as a kind of intellectual discipline, but 
for all that largely useless as a basis for policy prescriptions. This book may pro- 
vide a measure of comfort to the theorist who has had misgivings that society 
has provided him a reasonably comfortable living while he has devoted his time 
to matters of little relevance to the world of which he is a part. But what is 
profoundly more significant, it will disturb economists by making clear that 
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even in those areas where they have moved with confidence, e.g., the nature of 
the demand curve, their candle burns with an unsteady flame. 

The essays, most of which have appeared before in earlier versions, are divided 
into four groups. Part I consists of a paper on “The Methodology of Positive 
Economics,” which might well be required reading for every candidate for the 
doctorate in economics or related fields. Essays on “The Marshallian Demand 
Curve” and “The ‘Welfare’ Effects of an Income Tax and an Excise Tax” 
comprise Part II. Six articles on monetary theory and policy constitute Part IIT. 
The book ends with Part IV, “Comments on Method”, which consists of two 
essays criticizing books by Lange and Lerner. 

Basic to Professor Friedman’s discussion of methodology is the idea that a 
theory cannot properly be condemned because of the “unreality”’ of its ‘““assump- 
tions.” ‘The relevant question to ask about the ‘assumptions’ of a theory,” 
according to Friedman, “is not whether they are descriptively ‘realistic,’ for 
they never are, but whether they are sufficiently good approximations for the 
purpose in hand. And this question can be answered only by seeing whether the 
theory works, which means whether it yields sufficiently accurate predictions” 
(p. 15). The question is not, for example, whether a particular industry is in 
fact perfectly competitive, but whether for the purposes of a particular analysis 
it behaves as if it were perfectly competitive. ‘Suppose the problem is to deter- 
mine the effect on retail prices of cigarettes of an increase, expected to be per- 
manent, in the federal cigarette tax. I venture to predict that broadly correct 
results will be obtained by treating cigarette firms as if they were producing an 
identical product and were in perfect competition” (pp. 36-37). The basic con- 
fusion between descriptive accuracy and analytical relevance is largely respon- 
sible for the development of the theory of imperfect or monopolistic competition, 
a theory which has proved to be largely sterile (pp. 38-39). Both sides in the 
controversy over “‘marginalism” of a few years ago largely neglected the main 
issue—‘‘the conformity to experience of the implications of the marginal analy- 
sis’ (p. 15). The use of answers given by businessmen to questions about the 
factors affecting their decisions, incidentally, is a procedure for testing economic 
theories “that is about on a par with testing theories of longevity by asking octo- 
genarians how they account for their long life” (p. 31). 

Friedman calls them as he sees them. In his “Comments on Monetary Policy” 
he says, “I am convinced... that the establishment of the Federal Reserve 
System was a mistake and that the system has failed to promote the objectives 
for which it was established” (p. 266). Of Lange’s Price Flexibility and Employ- 
ment he writes, ‘Correction of these errors would make the analysis formally 
correct; it would also make it abundantly clear that the analysis has only the 
remotest bearing on problems of policy” (p. 299). Of Lerner’s Economics of 
Control he says, “The book throughout reveals Lerner’s very considerable 
gifts. ... In the reviewer’s judgment, however, these gifts have been imperfectly 
realized because they have been employed in a vacuum and have not been com- 
bined with a realistic appraisal of the administrative problems of economic insti- 
tutions or of their social and political implications” (p. 319). 
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The scope of Friedman’s essays is remarkably broad; the analysis is incisive; 
the style is highly readable. In some quarters he may not make friends, but there 
can be little doubt that he will influence many people. This reviewer makes it a 
practice not to tell people what they should read. In this case he will make an 
exception: every economist ought to read Friedman’s Essays. 

Florida State University Ciark Lee ALLEN 


The Iron and Steel Industries of the South. By H. H. Chapman and others. Uni- 
versity, Ala.: University of Alabama Press, 1953. Pp. xxii, 427. Paper, $6.00; 
Cloth, $7.50. 

The United States economy has been described as an inverted pyramid with 
a pin point base resting on a narrow strip of land 100 miles long and only several 
miles wide. This base, of course, is the Lake Superior iron ranges out of a few 
pits of which has come, since the early 1900’s, over 80 per cent of the nation’s 
iron ore. Thus the United States economy has been built and two world wars won 
on the rich ore from these ranges. 

At the end of World War II the iron and steel industry appraised its resource 
position and from a series of varying estimates, the general conclusion was clearly 
drawn that the high grade Lake Superior iron ores were approaching exhaustion. 
Thus a problem was presented which struck at the very foundation of the strength 
and security of the United States. Out of the consideration of the possible impact 
of this eminent development, the decision was made to undertake a comprehen- 
sive study of the iron and steel industries in the South. This study was made 
by the Bureau of Business Research of the University of Alabama and the re- 
sults are now available in The Iron and Steel Industries of the South. 

For purposes of the work the iron and steel industry is considered to include: 
(1) the basic industries, (2) the processing or converting industries, and (3) the 
fabricating industries. The analyses of the raw material resources, operating 
problems, and other subjects directly related to the basic industry are confined 
to the nine Southeast states—North Carolina, South Carolina, Georgia, Florida, 
Tennessee, Alabama, Mississippi, Arkansas, and Louisiana. In addition, the 
Southwest states of Oklahoma and Texas are included in the analysis of the 
processing and fabricating industries and in the discussions of the market for 
iron and steel. The eleven states together are referred to as the South. However, 
the study is realistic in its objective “to give the general characteristics of the 
industry their proper place in the analysis of the region and to avoid the danger 
of thinking of the southern industry as a detached fragment.” 

The plan of the study, after the general characteristics of the industry are 
given, is to present in four major divisions: (1) an analysis of the natural resource 
base of the iron and steel industry in the Southeast, (2) the basic iron and steel 
industries in the Southeast, (3) the market for iron and steel in the South, and 
(4) the potentials of the iron and steel industries in the South. 

The Iron and Steel Industries of the Soluth is a scholarly detailed product of an 
enormous amount of skilled research, we!l organized and presented, fully docu- 
mented and replete with excellent illustrations and tabular presentations. 
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The conclusions drawn are most conservative as is evident from the following 
summarizing the first three major divisions enumerated above: 

(1) “In general, it may be concluded that the raw material resources available 
‘to southern iron and steel makers at least are not unfavorable to further develop- 
ment.” 

(2) “The basic iron and steel industry in the South in 1950 occypied a rela- 
tively low position in the economy, whether measured in terms ofits position 
in the iron and steel industry of the nation or in terms of its position in the total 
manufacturing activities of the region. It was weak both in total volume and in 
the production of many kinds of steel mill products that find wide use in a modern 
industrial economy.” The further observation is made that even though the 
production of iron and steel under modern conditions involves many, and very 
complicated factors, “it seems reasonable to conclude that there are no obstacles 
inherent in the nature of the basic industries of the South that an aggressive 
and able leadership in the industry cannot overcome.” 

(3) In terms of manufacturing trends in the South affecting the market for 
steel the study found that during the last thirty years the rates of increase have 
been as large or, in a number of cases, larger than those of the nation. “‘However, 
the South started in a low position and the rapid rate of change in the nation 
as a whole has made it difficult to improve the relative position of the region.” 
Thus it is felt that the statistics should have a sobering effect upon those who 
allow their enthusiasm to lead them to believe that developments in the South 
will overshadow those in other parts of the country. Nevertheless, the final 
conclusion is drawn that the promise of an expanded market seems to exist in 
the South. Whether that market will be supplied by iron and steel producers 
and processors and fabricators located in the South or by concerns outside will 
be determined by the economic characteristics of the various industries and the 
framework within which they work. 

The last major division of the work, Potentials of Iron and Steel Industries 
in the South, contains two excellent chapters on the Basie Iron and Steel Indus- 
tries and the Iron and Steel Processing and Fabricating !ndustries. Particularly 
commendable is the approach taken that in the study of industrial location it 
is absolutely essential to have a thorough knowledge of the economic character- 
istics of the industry. 

The third and final chapter of the last division summarizes the findings of the 
study and presents conclusions concerning the developments that can reasonably 
be expected in the iron and steel industries of the South. 

One very important fact developed is that the South is now a surplus iron and 
steel scrap area. For years the lack of scrap has been given as one of the handi- 
caps of the industry and this is of critical importance as the range of the total 
charge of the open-hearth furnaces in the United States has been from approxi- 
mately 45 to 51 per cent scrap. Increased industrialization of the region should 
serve the dual purpose of furnishing scrap as a raw material and markets for the 
basic industry. 

Most significant is the ownership of the plants in the nation and in the region 
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by a relative small number of corporations who tend to behave as oligopolies. 
This dominance of large corporations lends strength and stability to local opera- 
tions, but the conclusion is drawn that at least some of their characteristic pol- 
icies have not tended to promote the maximum degree of regional development. 
The suggestion is made that it may be to the interest not only of the region, but 
also to the corporations in the basic and fabricating industries, that production 
and marketing activities should be decentralized and that policies be adopted 
which allow the maximum autonomy to the plants in each area and which give 
positive encouragement to the maximum industrialization within the natural 
market of each plant. 

Finally, the study concludes that it is unlikely the approaching exhaustion 
of the high grade Lake ores and the changes in the locations from which the 
steel industry will draw its raw materials will cause a shift of the industry from 
the North to the South. This latter is what those with a knowledge of the iron 
and steel industry expected. It was anticipated that there would be some de- 
centralization toward tidewater to use foreign ores. The United Steel Corpora- 
tion’s spectacular discovery of the rich Cerro Bolivar reserves in Venezuela has 
led to the building of the new Fairless plant south of Trenton, N. J. and may 
offer the possibility of a tidewater industry at one cr more points along the Gulf 

‘oast. This reviewer is inclined to agree with T. W. Leppert that some of the 
first of the Venezuelan ore should certainly go to Mobile and up the Warrior 
River to Birmingham where “blast furnaces are now literally a-gasping for rich 
ore ” 


The Bureau of Business Research of the University of Alabama is to be com- 

mended for the inherent value of the work and, in addition, for making a sig- 

nificant contribution for organization, techniques and sources for similar studies. 
University of North Carolina Ou T. Movuzon 


Mathematics and Statistics for Economists. By Gerhard Tintner. New York and 

Toronto: Rinehart & Co., 1953. Pp. xiv, 363. $6.50. 

As the title indicates, this slender volume contains two distinct books: a 
190-page elementary textbook for economists, and a standard introduction to 
inductive statistics of some 110 pages, about 40 of which contain exercises. 
While the mathematics part is unique in the English-language literature and 
eminently useful, the statistics part competes with several outstanding introduc- 
tory texts, and has little to recommend it. The presentation is often unneces- 
sarily difficult for beginners; condensation sometimes goes so far as to make the 
exposition ununderstandable to any but the initiated. Time series analysis is 
confined to the fitting of least square trends, unaccompanied by any hints at 
the dangers and pitfalls involved. The two statements: “Index numbers are 
supposed to measure the value of money” and “One purpose of index numbers 
is the measurement of the standard of living” are all the student hears about 
the purpose of these measures. It might be possible to present basic inductive 
statistics successfully on sixty pages, but Professor Tintner has not succeeded 


in proving it. 
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The mathematics part is a very different matter. Here the author’s teaching 
skill, applied to a novel task, is showing to excellent advantage. He first covers 
“Some Applications of Elementary Mathematics to Economics,’ including 
systems of equations, progressions, logarithms, and determinants. He then gives 
10 chapters on applications of differential calculus to economic analysis and 
concludes with one short chapter on ‘Elements of Integration.” This material 
is broken down into 75 short topical sections, 28 of which are entirely devotéd 
to problems of economic analysis, mainly demand, supply, cost and production 
functions. Each section starts with a concise exposition and worked out examples, 
followed by a number of drill-type exercises. Solutions are given for the odd- 
numbered ones. Sections and exercises of a more advanced nature are marked 
and can be omitted without breaking the continuity. 

Generally speaking, the expositions are admirably lucid, although once in a 
while necessary links are jumped, condensation is driven too far, and important 
topics are introduced in an off-hand manner. For example, indifference curves 
appear only in two exercises (p. 174 f.), with just one line of explanation. The 
material for the exercises is taken from the econometric studies of Davies, 
Schultz, Douglas, and others. 

The book is addressed to “future econometricians’’ who have but the bare 
minimum of training in college mathematics. (Actually, good high school mathe- 
matics is all that is required.) However, a grounding in economic analysis is 
expected of the student, and sometimes more. For example, on p. 12 there appear 
problems in “linear programming” which presuppose an understanding of the 
terms “commodity,” “factor,” and “activity” in their specific sense. Professor 
Tintner hopes that mastery of his textbook will give the user “sufficient knowledge 
in mathematics and statistics to understand most of the articles published in 
such journals as Econometrica, the Review of Economic Studies, and the Journal 
of the American Statistical Association.” It would seem that this is holding out 
too much to the beginner, and it does injustice to the pedagogically strongest 
feature of this text: its concentration on the mechanics rather than the meaning 
of mathematical methods and their application to econometric problems. Like a 
guardian angel, Professor Tintner leads the innocent across thin bridges and past 
deep abysses, without opening their eyes lest they get scared and fall. What 
could be better designed to make the student learn by doing, to take him rapidly 
over the ground, and to give him confidence in his growing powers? But he will 
have to graduate from this text to the study of some more advanced books in 
mathematics and economics, and tackle the subjects omitted in this volume, 
before he is ready for the professional periodicals. 

The mattematics part of this text will undoubtedly spur the development of 
introductory mathematics courses for students of economics. It will also help 
many a student towards getting a mathematical grounding through self-study, 
for which purpose it is very well suited. The publishers deserve credit for the 
outstanding functional design of this book. 

University of Georgia Grecor Sespa 
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Studies in Econometric Method. By Cowles Commission Research Staff Members. 
Edited by William C. Hood and Tjalling C. Koopmans. New York: John 
Wiiey & Sons, 1953. Pp. xix, 323. $5.50. 

Studies in Econometric Method is the fourteenth monograph in the very 
excellent series of publications turned out by the Cowles Commission for Re- 
search in Economies since its founding in 1932. It consists of a somewhat less 
technical presentation of some of the contents of Monograph No. 10, Statistical 
Inference in Dynamic Economic Models (1950, 438 pages), and some of the results 
of more recent studies and further research in econometric methods since 1950. 

This monograph is concerned with the construction of econometric models 
involving problems of specification, identification, estimation, and the computa- 
tion of estimates. The problems discussed arise largely from the nonexperimental 
nature of economic data, which are usually thought of as generated by the simul- 
taneous validity of various behavior relationships. The application of statistical 
methods to a given set of observations or data has to depend mainly on precon- 
ceptions as to the nature and persistence of behavior relationships. To be realistic 
unobserved random variables have to be introduced to represent “shocks”’ in 
behavior relations and “errors” in measurement. For purposes of simplification, 
the analysis is largely concentrated on “shock” models that neglect errors of 
of measurement. However reference is made to other studies involving “error” 
and “‘shock-error” models, and two case studies of specification error are included 
in the book. 

Volume No. 14 is a symposium of 10 studies, three of which are reprinted in 
whole or in part from earlier journal articles. The first chapter, “Economic 
Measurements for Policy and Prediction,” by Jacob Marschak, which discusses 
the relationship of economic theory to statistical method in econometrics and 
the uses of econometrics in making predictions and policy decisions, serves as 
the introduction to the book. Chapter 2 (reprinted'), “Identification Problems 
in Economie Model Construction,” by Koopmans, discusses the concept and 
criteria of identifiability of the parameters of economic behavior. Chapter three, 
“Causal Ordering and Identifiability,’’ by Herbert A. Simon, provides new in- 
formation on the concept of a complete model, and utilizes the idea of a causal 
ordering of variables and equations. 

Chapter 4 (reprinted*), ‘“Methods of Measuring the Marginal Propensity to 
Consume,” by Trygve Haavelmo, is now a classic in its field. It illustrates the 
use of the least-squares method of estimation in terms of simple models and the 
consumption function. Chapter 5 (reprinted in part’), “Statistical Analysis of 
the Demand for Food: Examples of Simultaneous Estimation of Structural 
Equations,” by Girshick and Haavelmo, discusses maximum-likelihood estima- 
tion procedures and their application to demand and supply equations for food. 
Chapter 6, ‘““The Estimation of Simultaneous Linear Economic Relationships,” 
by Koopmans and Hood, is a thoroughgoing statement of the large-sample 

' Econometrica, Voi. 17, April, 1949, pp. 125-144. 

2 Journal of the American Statistical Association, Vol. 42, March, 1947, pp. 105-122. 

+ Econometrica, Vol. 15, April, 1947, pp. 79-110. , 
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theory of maximum-likelihood estimation in a shock model involving linear equa- 
tions and normally distributed disturbances. Chapter 7, ‘‘Asymptotic Properties 
of Limited-Information Estimates Under Generalized Conditions,’’ by Chernoff 
and Rubin, extends the analysis and methodology of the previous chapter under 
more general conditions. 

Chapter 8, “An Example of Loss of Efficiency in Structural Estimation,” by 
8. G. Allen, Jr., and Chapter 9, “Sources and Size of Least-Squares Bias in a 
Two-Equation Model,” by Jean Bronfenbrenner, illustrate particular cases of 
specification error. The last chapter, ‘“The Computation of Maximum-Likelihood 
Estimates of Linear Structural Equations,” by Chernoff and Divinsky, presents 
various procedures for obtaining maximum-likelihood estimates of simultaneous 
economic relations and some of the detailed worksheets are included for illustra- 
tive purposes. Lastly the main principles of notation are explained in the forepart 
of the volume, and a list of references is provided at the back of the book. 

As a whole the monograph is well written, and it represents an important and 
pioneering contribution to the field of economics and econometrics. Unfortun- 
ately much of it is beyond the grasp of the large body of economists not well 
grounded in advanced mathematics and statistics. In this connection it would 
be extremely helpful if the Cowles Commission would also make the results of 
its original investigations and methodology available to this large group of 
economists. Suggestive perhaps is what Robert Dorfman attempts to do in a 
limited way in his recent article in the American Economic Review‘, ‘‘Mathema- 
tical, or ‘Linear,’ Programming: A Nonmathematica! Exposition.” It is to be 
hoped that something along this line might be both possible and feasible in the 
not too distant future. 

University of Houston Ervin K. Zincier 


A Study of Moneyflows in the United States. By Morris A. Copeland. New York: 
National Bureau of Economic Research, 1952. Pp. xxxii, 338, A241. $7.50. 
This important volume is the fruit of some half dozen years of work, first under 

the sponsorship of the Committee for Economic Development, and later under 

the auspices of the Board of Governors of the Federal Reserve System. Follow- 
ing lines suggested by Wesley C. Mitchell in an unpublished manuscript, Profes- 
sor Copeland applies the principles of accounting to the transactions that take 

place among the various economic agents of the country. The result is both a 

technique for analyzing moneyflows and a series of estimates of these flows for 

the seven years, 1936-1942, that were covered by the study. 

The exposition of the technique is intricate, but is done with extreme care 
and thoroughness. Since all money-flow transactions are debits to one party and 
credits to another, the problem is to draw up a statement of money receipts and 
dispositions that, must of necessity balance. Both the traditional equation, PT = 
MV and the Keynesian formulae covering saving and investment are rejected 
as being too aggregative to reveal the flows that take place among the different 
groups of transactors. 


* Vol. 43, Dec., 1953, pp. 797-825. 
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The main money circuit includes purchase of the gross national product, trans- 
fer payments, and inter-group financial flows. It does not include technical 
transactions such as changing money from currency to deposits, agency transac- 
tions, and financial turnovers of the refunding type. These transactions outside 
the main current were found to represent from 45 to 60 per cent of debits to 
individual accounts in the years studied. The total of transactions in the main 
circuit is three or more times the gross national product. Specifically, it was 
$527.8 billion in 1942, as compared with a gross national product of $159.6 
billion. 

Professor Copeland thinks that when one sets out to measure moneyflows and 
comes to classify transactors he should take things ‘more nearly as he finds 
them” than does one whose purpose is to study the components of national 
income. He therefore follows closely the Standard Industrial Classification and 
the federal income tax returns. All transactors are reduced to eleven groups: 
households, farms, industrial corporations, business proprietors and partner- 
ships, the federal government, state and local governments, banks and U. 8. 
monetary funds, life insurance companies, other insurance companies, security 
and realty firms, and the rest of the world. Some Keynesians may not approve 
of this classification on the ground that it does not adequately separate consum- 
ing, saving, and investing functions. 

The accounting technique requires rejection of the familiar hydraulic concep- 
tion of moneyflow in favor of an electrical analogy (illustrated with diagram), 
which allows us to think of money as being always in some transactor’s stock 
instead of partly in pipes between reservoirs. Similarly, the concept of velocity 
is replaced by that of turnover. 

The first ten chapters of the book are devoted to the development of the method 
and to the estimates for the years 1937-42. There follow four chapters on Tenta- 
tive Interpretations. The chief purpose here is to discuss the usefulness of the 
method in explaining and controlling business fluctuations. The quantity theory 
is restated in terms of the relation between cash balances and moneyfiows. All 
transactors are described as being at any one time either bulls, who actively 
dishoard and increase their spending, bears, who stint and hoard, or sheep, who 
play the passive réle of allowing their expenditures to hold up when their receipts 
decline or to increase less rapidly than their receipts increase. “A transactor 
may change his party affiliation as he likes, but we suspect that most transactors 
will be sheep most of the time’”’ (p. 259). 

The division of transactors into bulls, bears, and sheep implies some degree 
of discretion over the use that is made of money. Professor Copeland offers no 
theory of business fluctuations, but only an hypothesis, the gist of which is that 
cyclical increases and decreases in moneyflows “are brought about immediately 
(i.e., proximately) by the way transactors exercise their discretion to increase or 
decrease their ordinary expenditures” (p. 254). Each transactor operates within 
limits set by his loan fund balance and his credit standing. Beyond this, “Our 
hypothesis implies that changes in active cash balances are a consequence of and 
a necessary condition to changes in moneyflows, not a cause” (p. 260). Since 
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Professor Copeland does not undertake to discover the reasons that make people 
bulls, bears, or sheep, or that cause them to shift from one category to another 
his hypothesis will fall short of catisfying those who hold that these reasons can 
be and must be laid bare. It is hard, however, to find fault with a man simply 
because he leaves important ground for others to plow. 

The primary parties to transactions are not, of course, the only ones that 
exercise discretion over moneyflows. The most important third] parties in this 
matter are the federal government and the banks. The possible influence of the 
banking system is analyzed at some length. Here the author comes to the not 
uncommon conclusion that the Federal Reserve has large power to stop credit 
expansion, but relatively little to prevent a contraction or to promote an ex- 
pansion. In time of business recession the most important thing that a liberal 
central bank policy can do is probably ‘‘to keep the banks from accelerating the 
downswing” (p. 299). It is further pointed out that “the banking sector stands 
in an asymmetrical relation to the expansions and contractions in the aggregate 
of ordinary transactions,” (p. 297) having little leverage “‘to induce the inclina- 
tion’”’ to expand expenditures, but positive power to stop such expansion and 
start or accelerate a recession. Even the thing that the central bank can do best, 
namely, to restrain an over-expansion of moneyflows, should be recognized as a 
rationing of bank credit, since it restricts the purchases of some transactors, 
not of all. From this fact arise the political difficulties of credit restraint. In any 
case, it is pertinent to ask, as the author does, ‘How far is it advisable to embark 
upon a rationing program without being perfectly clear whose rations are being 
cut?” (p. 302). No answer to this question is forthcoming, but the suggestion is 
made that there is “‘need to coordinate Federal credit and other Federal policies 
toward expansions and contractions in moneyflow” (p. 302). The whole tone of 
this treatment is a bit more pessimistic than ardent managers of money will like. 

Those who have been accustomed to think of banks as “‘creating’’ and ‘“‘de- 
stroying” money may find difficulty in Professor Copeland’s characterization 
of an increase in currency and deposits as simply a moneyflow fo the banking 
sector and of an increase in bank credit as a moneyflow from the banking sector. 
Here it is evidently the author’s purpose not only to remain faithful to the debit- 
credit requirements of accounting, but also to avoid the mistake of “regarding 
expenditures financed by money ‘creation’ as much more inflationary than ex- 
penditures financed by borrowing directly from nonbank transactors” (p. 270). 
We may still insist that banks create money, but Professor Copeland’s point is: 
“The social accounting viewpoint requires us to deny that an increase in the 
dollar volume of ordinary transacticus can be originated by a change in the 
composition of loanfund balances alone” (p. 270). 

Both the 338 pages of text and the 235 pages of appendix, giving detailed 
worksheets and statistical tables, require careful study. In this work aggregative 
analysis of economic behavior has made a new and long step forward. The proto- 
type of this study is the analysis of the balance of international payments of the 
United States, which has been made with considerable accuracy for many years. 
During the past decade or more we have moved steadily toward perfection of 
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our estimates of national income. Professor Copeland’s work should be expected 
to inaugurate a similar movement in the field of moneyflows. 
Davidson College C. K. Brown 


Defense and the Dollar. By Albert G. Hart. New York: Twentieth Century 

Fund, 1953. Pp. xiv, 203. $2.00. 

As always, Professor Hart has put into his book much that is excellent and 
much that is stimulating. Few will fail to find their thinking processes prodded 
along by his treatment of inflation-control devices, in connection with which 
the author displays his usual ingenuity. One may sometimes feel that a part of 
the need for brain prodding is occasioned by a perhaps unnecessary shift in 
perspective or by somewhat undescriptive topic headings; but this is far from 
being the whole case. 

At this writing it appears that the book may suffer th: fate of many topical 
books: attention was focused upon the inflation problem because that was thought 
the immediate danger, while potential readers equally eager to concentrate upon 
the short run may now be focusing to a large degree upon anti-depression meas- 
ures. But by the time our review is published, this too may have passed. The more 
important fact about the author’s center of interest is that it has not seemed to 
furnish occasion for the author to defend a clear set of plans as being appropriate 
to the possibility of dips as well as booms in business and as fitting in with the 
shape of some viable economic system. This fact is reflected in the chapter de- 
voted to long-run monetary strategy. This chapter contains trenchant com- 
ments—for example, on the question of relations among authorities influencing 
monetary conditions and on the sorry history of our monetary authorities with 
respect to taking prompt and vigorous action toward stabilization. The treat- 
ment on the whole, however, is quite inconclusive and apparently not meant to 
be otherwise. The nearest thing to a clear-cut policy suggestion for the long run 
is that we might hold the quantity of money constant except for a growth factor 
of a few per cent a year. “It probably would mean giving up the possibility of 
countercyclical changes in the volume of money; but apparently it will be hard 
to avoid cyclical fluctuations. A monetary policy that promised to smooth out 
the growth of money stocks, coupled with a budgetary policy aimed at economic 
stabilization, would seem a promising combination. Budgetary surpluses and 
deficits would not be barred, of course, by such a monetary rule, but would have 
to be financed either by changes in long-term debt or by changes in Treasury 
cash balances.” This policy, to say the least, needs more extensive exposition ; 
and indeed it is not clear why, in view of the degree of sophistication required 
for a useful reading of this book, the discussion should not be carried out more 
definitively. And comparable comments would apply at various points. 

The value of the book lies in its treatment of numerous more or less novel 
devices and its nuances of thought upon familiar devices. The work is analytical 
rather than integrative in this as in other connections, and is marred, in the re- 
viewer’s opinion, by its exclusive reference to the threat of inflation; but it con- 
tains a wealth of insights into control methods, and for this well merits reading. 

The last few pages offer the recommendations of the Twentieth Century Fund 
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Committee on Economic Stabilization, which consists of John Maurice Clark, 
Theodore W. Schultz, Arthur Smithies, and Donald H. Wallace. They recom- 
mend that economic stability be “emphasized,” by order of Congress, in open- 
market and debt-management operations, primarily by controlling the total 
volume of credit through the banks’ reserve position, mainly by means of open- 
market operations. No index of stability is discussed or recommended. 
University of North Carolina CLARENCE E. PxaILBrook 


Savings in the Modern Economy. Edited by Walter W. Heller and others. Min- 
neapolis, Minn.: University of Minnesota Press, 1953. Pp. xix, 370. $5.00. 
The published results of a symposium devoted to a given subject cannot pro- 

vide as well an integrated book as can be written by one author. This book 
presents a series of 28 papers given at a conference on savings held at the Uni- 
versity of Minnesota in May, 1952. Contributors included many of the most im- 
portant names in this field of economics from academic, government, and busi- 
ness circles. The results indicate that the subject material was carefully planned 
before the conference and that the editors have done an exceedingly good job of 
organizing the manuscript. The advantage of having many different authorities 
present their views on this multi-sided subject may more than offset the short- 
comings of a symposium type book. 

It is not practical to review or even comment upon each of the many essays 
separately. As one would expect, these essays present overlapping and sometimes 
conflicting views on certain parts of the general subject. There is considerable 
variation among the essays in both length and value. 

The book emphasizes the gaps that exist in our knowledge of the size and com- 
position of savings in the economy. However, it does present the meager em- 
pirical data that exist. All of the essays are written in non-technical language 
and contain no formulae, nor assumptions that the layman cannot compre- 
hend. This is not to imply that the work is either cursory or shallow. On the 
contrary, many of the articles deal with their specific subjects in a most logical 
and analytical manner. 

Materials covered include four broad topics. First, the relationship between 
savings and economic policy treats the role of savings in the economic system. 
A second topic, savings and inflation, covers a specialized phase of the broader 
first topic. The third broad subject, savings concepts, data, and behavior, deals 
with conceptual and measurement problems. The other group of subjects analyzes 
the relationships between savings and the progress of undeveloped economies. 

The chief contribution of the volume lies in its broad coverage of the many 
aspects of its subject. Herein, also, lies its weakness for no effort has been made 
to delimit either subject matter or methods of approach. It brings together in 
one volume valuable individual papers without any agreement among the papers 
as to what the concepts are and as to what conclusions can be drawn. The book 
raises many interesting questions of great economic importance. It answers a 
few of these, throws some light on others, and emphasizes the lack of answers 
to others. 

Louisiana State University W. H. Bavoun 
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The Limits of Taxable Capacity. By Dan Throop Smith and others. Princeton, 

N. J.: The Tax Institute, 1953. Pp. vii, 192. $5.00. 

Irrespective of the merits of Colin Clark’s thesis that the upper limit of effec- 
tive taxable capacity is determined by a percentage of the national income, it 
has served to stimulate much thoughtful discussiun of tax problems. Among the 
most useful of these discussions are the papers of this symposium volume which 
has been published by the Tax Institute. The Institute’s program committee, 
under the able leadership of Professor Paul J. Strayer, has gathered together an 
excellent group of papers contributed by businessmen, accountants, lawyers, 
tax administrators, and economists. The papers are concerned with both the 
general problem of the over-all limit of total taxable capacity and with specific 
topics such as particular federal, state, and local taxes and tax compliance. 

While the problem of the economy’s total capacity to sustain taxation was 
approached from many different viewpoints, there appears to be general agree- 
ment among most of the discussants that there is no clear and well-defined limit 
beyond which additional taxation will bring about either inflation or other un- 
desirable economic consequences. Most of the discussants emphasized the point 
that total tax revenues expressed as a percentage of national income constitutes 
only one of the many factors which must be considered in determining total 
taxable capacity. In addition to this percentage, they stressed the fact that at- 
tention must be paid to the types of taxes levied, the equity and efficiency of tax 
administration, the character of the expenditures financed by means of the tax 
revenue, and the general social and economic environment. Several discussants 
also mentioned the alternatives to additional taxation whenever a given volume 
of governmental expenditure must be maintained. The principal exception to 
this view of the over-all taxable capacity as a variable dependent upon a large 
number of independent and interdependent factors was the paper presented by 
Colin Clark. He expressed the view that twenty-five per cent of the national 
income constituted the upward limit beyond which taxation could not go with- 
out producing inflation. Indeed, Mr. Clark’s statements in this volume appear 
to be considerably more dogmatic than the views expressed in his original state- 
ment of his theory in the Economic Journal in 1945. 

While it is not practical to appraise all of the papers presented, several are 
especially deserving of recognition. Dan Throop Smith’s thoughtful appraisal 
of the many factors which limit taxable capacity is based solidly upon the ex- 
haustive research which he and others have conducted at Harvard University. 
It probably represents the thinking of many American students of public finance 
who are accustomed to reason in relative rather than absolute terms. Specific 
problems of the limits of income and death taxation were discussed by W. W. 
Heller and Imrie de Vegh, respectively. Monetary policy as a necessary adjunct 
to fiseal policy in attempts to control inflation was discussed by L. V. Chandler. 
A valuable paper, because it relates to an often neglected area, was the appraisal 
of state and local taxing capacity by J. A. Arnold, Jr. Other interesting papers 
were presented by E. R. Rolph and H. 8. Bloch. Mr. Rolph enlarged upon the 
Domar-Musgrave theory of the relationship between tax policy and investment 
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while Mr. Bloch summarized some of the work which he and others at the United 
Nations are conducting with respect to tax problems of underdeveloped countries. 
The entire volume is characterized by a high degree of scholarship and the 
bibliography presented in the appendix is especially useful to students of public 
finance. Now in its twenty-first year, the Tax Institute is to be congratulated 
both for its past record of public service and this significant volume. 
University of Florida Jor 8. Froyp, Jr. 


Home and Foreign Investment, 1870-1913: Studies in Capital Accumulation. By 
A. K. Cairncross. New York: Cambridge University Press, 1953. Pp. xvi, 251. 
$6.00. 

The ten chapters in this book cover a wide range of subjects but all deal directly 
or indirectly with capital accumulation and the fluctuations that accompany it. 
Chapters V-LX represent a revised version of parts of the dissertation on Home 
and Foreign Investment in Great Britain, 1870-1913, which Professor Cairncross 
submitted in 1935 for the degree of Ph.D. at Cambridge University. Attention 
is concentrated on two relationships: between foreign investment and home in- 
vestment on the one hand, and between the migration of capital and of labor on 
the other. 

The growth of capital, which dominated the social and economic development 
of the period, seemed to result from the prodigious thrift of the Victorians. 
Actually, however, the optimism that expressed itself in thrift was the result of 
economic expansion and the line of causation was from accumulation to thrift 
rather than the other way round. 

On the demand side, the growth of capital reflected in large part the revolu- 
tion in transportation resulting from the harnessing of steam. Railways and 
steamships enormously reinforced the pulling power of undeveloped countries 
and brought about a resettlement of population over the face of the globe. This 
resettlement governed economic developments in the later Victorian period. 

Despite the fact that public opinion favored investment of capital at home 
rather than abroad, there was a surprisingly large amount of foreign investment 
during the forty or fifty years before 1914. At its peak in 1913, foreign investment 
took over half of British savings and Britains were receiving one-tenth of their 
national income form foreign investments. If the same proportion of American 
resources were now devoted to foreign investments as Britain devoted in 1913, 
we would have foreign investments of at least $600 billion and an investment 
program equivalent to the Marshall Plan would have to be carried out every six 
months. 

In comparison with the period since 1914, the transfer of capital from Victorian 
Britain was accomplished with relative smoothness. This is largely accounted for 
by the simultaneous labor transfer to the capital-importing countries. Both emi- 
gration and foreign investment moved in harmony with the business cycle. The 
more foreign countries borrowed, the more men Britain sent them to do the con- 
struction work for which the capital was wanted. The emigration of these men 
left empty houses and a stagnant building industry in Britain. 
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The experiences of different countries and different generations provide con- 
flicting answers to the question of whether or not foreign investment is profitable. 
French experience furnishes an illuminating illustration of the dangers involved. 
The French rentier, the most cautious and the most credulous of capitalists, 
starved French industry in order to buy low-yield bonds of European govern- 
ments which no informed gambler would have touched. The result was that 
France lost two-thirds of the net total of her foreign investments, or about six 
times the amount of the German indemnity of 1870. 

British foreign investments, which were largely concentrated in empire coun- 
tries, seem to have been advantageous to both the investors and to the nation 
as a whole. The fact that Britain was the largest exporter of capital for use by 
private industry resulted in a large part of her export industry enjoying a semi- 
monopolistic position. The cheapening of imports in the last two decades of the 
nineteenth century, with its favorable effects on real wages, was closely asso- 
ciated with British-financed railway construction in the United States, Argen- 
tina, India, Canada and Australia. 

Southwestern at Memphis Rateu C. Hon 


Problems of Capital Formation in Underdeveloped Countries. By Ragnar Nurske. 

New York: Oxford University Press, 1953. Pp. 163. $3.00. 

Prof. Nurske states that this is “an attempt, on a small scale, to make use of 
economic theory as well as specific observation, with a view to elucidating some 
of the basic conditions of progress in the poorer two-thirds of the world.”’ He has 
written an excellent introduction to the problems of capital formation in under- 
developed countries. Brevity of this review precludes examination of interesting 
and provocative applications of economic theory which are plausibly developed 
by the author. 

Underdeveloped countries, especially in Asia, lack adequate local markets, are 
characterized by rapidly growing populations, low productivity, low standards 
of living, high propensities to consume, low propensities to save, and are de- 
ficient in capital facilities. 

The growing awareness of disparities between living standards of more ad- 
vanced countries and those of the underdeveloped areas tends to intensify the 
people’s propensity to consume at a higher rate than that justified by their pro- 
ductivity. This “demonstration effect’”’ of superior patterns of consumption on 
the populations of underdeveloped countries creates dissatisfaction and an im- 
patience to increase consumption immediately. 

Sources of possible capital formation in the underdeveloped areas are examined. 
Hidden agricultural unemployment provides one source for capital formation 
provided that surplus workers can be shifted to capital production without in- 
creasing consumption standards of those who remain in agriculture. It is difficult 
to make this shift coupled with abstention from increased consumption without 
some coerciou. Unless population pressures are reduced, any increase in produc- 
tion will be unavailable for capital accumulation. 

Foreign capital sources are considered as an aid in bridging the gap between 
current production and the universal urge for greater consumption. Foreign aid 
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is limited by unstable political arrangements, the tendency for population growth 
to exceed productivity increases, the difficulty of assuring that increased pro- 
duction will be used for capital accumulation, the inability of low production 
economies to use capital efficiently, and by local customs and traditions inimical 
to economic progress. Prof. Nurske says, “I myself believe that the note to be 
stressed above all is that of self-help.” 

Capital accumulation is a burdensome process. Planning on a national scale 
will be necessary in the underdeveloped countries. Plans must stress capital ac- 
cumulation even though poverty seems too great to risk postponed consumption. 
Without some saving the vicious circle of misery grows ever deeper. Various 
public policies such as protective tariffs, banning imports of luxury consumption 
goods, methods of inducing the people to save, the possibility of isolating back- 
ward areas from exposure to higher standards of consumption, are examined but 
found wanting. Private foreign capital will probably prove inadequate. Loans 
or grants from governments are favorably assessed by the author because such 
funds can be used by the borrowing governments to develop broad, basic, bal- 
anced production policies in the interests of the national economy. The role of 
public finance is stressed by Prof. Nurske as a means of inducing the economically 
backward countries to save more. The increased production of the economy 
must be taxed out of the people’s hands to provide for the expanding economy. 
Only after an economy has developed a broad base for utilizing capital effectively 
will private foreign capital make any sizeable contribution toward capital ac- 
cumulation in economically backward countries. 

University of Alabama Paut W. Paustian 


The Role of the Sales Finance Companies in the American Economy. By Clyde 
William Phelps. Baltimore, Md.: Commercial Credit Co., 1952. Pp. vii, 87. 
This study of a phase of the institutional structure of our finance and consumer 

credit system is the first monograph of a projected series. The reasons for and 

purpose of the work, as stated in the publisher’s note, are to clarify the nature, 
functions, and social merit of sales finance companies. 

The framework within which the inquiry develops is simple and reasonable: 
when established institutions, in a free, democratic society, fail to respond to the 
new needs created by a changing environment, new institutions will arise. Com- 
mercial banks failed to respond to the dealer-financing needs created by the ad- 
vent of the automobile early in this century, so a new type of organization—sales 
finance companies—forthcame in response to the felt-need stimulus. Phelps 
fully exploits the opportunities herein presented to laud free enterprise and the 
economics of laissez faire. No one plans institutional development in the United 
States, he argues; the structural optimum arises from the untrammeled workings 
of a competitive, market economy. His unswerving allegiance to the “invisible 
hand” philosophy of social evolution is attested to by the fact that he does not 
even in one of his multitudinous footnotes suggest that there might occasionally 
- be merit in ex ante coordination, as against the competitive market’s process of 
ex post facto adjustment. 

This analysis and evaluation of sales finance companies proceeds on the im- 
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plicit premise that that which fosters the material development of our society is 
ipso facto virtuous. Repeatedly, Phelps draws attention to the social revolution 
wrought by the automobile. Since sales finance companies provided the means 
by which the mass production and consumption of automotive transportation 
was made possible, they, it is reasoned, should be duly and explicitly credited. 
To be sure, even if he were so inclined, a tract such as this is hardly the place for 
Phelps to engage in an appraisal of the precept that technological progress .is 
unqualifiedly meritorious, but one could wish that he had not dwelt so much on 
the theme. Surely the cultural lag and the value conflict theories of social prob- 
lems at least raise questions as to the infallibility of the profit motive as a uni- 
versal guide to social betterment. 

Also underlying this eulogistic appraisal of sales finance companies is the 
premise that consumer installment financing is, both socially and individually, 
wholly beneficent. Opinions differ. The acceleration principle, for example, sug- 
gests that installment-financing-induced purchases may materially contribute 
to economic instability. Nor can it be especially consoling to consumers to learn 
that sales finance companies achieved a remarkable stability of rate of earnings 
during the decade following 1926. 

Because of the frequent popular antipathy toward consumers’ and small loan 
companies Phelps is at great pains to precisely delineate the nature of sales 
finance companies. Thus, he draws an analogy between them and commercial 
banks, suggesting that the latter are “department stores of credit’? while the 
former may be considered to be “specialty stores of credit.’’ Appendix A, how- 
ever, raises a question as to the validity of such a parallel. Using Commercial Credit 
Company as an example, the following “functions of a diversified sales finance 
company” are listed: wholesale, installment, and commercial financing; factor- 
ing and direct loans; credit, health, and automobile insurance; and numerous 
manufacturing subsidiaries in eight diverse fields, ranging from meat packing 
to cap pistol manufacturing! 

Formatwise, two shortcomings may be noted. First, despite the plethora of 
statistics embodied in the text, not one tabular presentation occurs to aid the 
reader. Second, the 272 footnotes are numbered consecutively throughout the 
report. With no bibliography to serve, tracing an opus citatum becomes, on oc- 
casion, a considerable chore. 

The study is lucidly written—although sometimes tediously so—and is schol- 
arly documented. The nonpartisan reader may, however, be disturbed by its 
somewhat propagandistic flavor. Nevertheless, this and the planned reports will 
unquestionably serve a useful purpose in enlightening the public in general and 
students of finance in particular as to the place in the American economy oc- 
cupied by such important financial organizations as Commercial Credit Com- 
pany, General Motors Acceptance Corporation, and C.I.T. Financial Corpora- 
tion. One hopes that a forthcoming volume will be largely devoted to bringing 
these giants into better focus. 

Stetson University Ricwarp F. Ericson 
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The Role of Mergers in the Growth of Large Firms. By J. Fred Weston. Berkeley 
and Los Angeles, Calif.: University of California Press, 1953. Pp. xvi, 159. 
$3.50. 

The American economy is characterized by industrial concentration. Did this 
development come about “in the main by internal expansion as did the Ford 
Motor Company, or have large firms characteristically come into being as a re- 
sult of combinations of preexisting firms as did the United States Steel Corpora- 
tion?’’ Many statements have been made in the literature and in submissions to 
inquiring public bodies, but such statements have tended to be generalizations, 
and have not always been in agreement. 

In this project the author attempts to arrive at an answer from a study of the 
factual material available. Financial aid for the study was provided by the Free 
Market Study of the University of Chicago and the Voelker Fund of Kansas 
City as well as by the Bureau of Business and Economic Research of the Uni- 
versity of California. Some 13 graduate students in the field of business admin- 
istration participated in the fact-gathering phase of the work. 

Four objectives were set: (1) to provide data concerning the relative extent of 
internal expansion and external acquisition in the development of the 74 cor- 
porations selected for the study, (2) to analyze the effects of mergers on industrial 
concentration, (3) to review the economic theory of mergers in the light of em- 
pirical findings, and (4) to consider the implications of the results for decisions 
involving public policy. 

This study has been handled in ail its phases in a thorough manner, and a sub- 
stantial contribution to the knowledge of economic concentration is made. It is 
likely that it will receive most recognition for the work done under the first ob- 
jective, the collection and analysis of data on internal expansion and external 
acquisition. 

A study of this type is fraught with numerous difficulties. There is a paucity of 
financial data on corporations during the early period of the study, and in some 
instances fragmentary information had to be used. While growth measurement 
would best be achieved through analysis oi sales, such figures were not available 
over the entire period, and resort was made to an analysis of total assets as the 
best alternative measure. 

On the basis of defining internal growth as that resulting from new investment 
as well as expansion out of earnings, and external growth that resulting from 
purchase of assets, consolidation, merger, etc., it was found that approximately 
one-fourth of the growth of firms studied was directly accounted for by mergers. 
As it was not always possible to ascertain the relative proportions of internal and 
external growth in the assets of the several firms in the initial year, calculations 
were also made on the assumption that the assets of each firm as of the first year 
studied constituted acquisitions. On this basis, about one-third of the growth 
becomes external growth. 

One problem of importance deals with the classification of growth subsequent 
to mergers. In adopting the policy of recording all growth of a firm after a merger 
as internal growth, the author states that several alternatives were considered, 
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“but could not be used for lack of adequate data or because they were without a 
valid theoretical basis.”” While the insolubility of the problem on other than an 
arbitrary basis is recognized, it would appear that the findings of the role of 
mergers are, as a result, subject to some distortion. 

University of Western Ontario Brant BoNnNER 


American Labor from Defense to Reconversion. By Joel Seidman. Chicago: Uni- 
versity of Chicago Press, 1953. Pp. ix, 307. $5.50. 

In a three-part chronological history well peppered with the pithy remarks of 
labor, management and government officials and the author’s restrainedly salty 
observations Professor Seidman presents the story of the American labor move- 
ment from the fall of France in 1940 to the passage of the Taft-Hartley Act in 
1947. In 15 well balanced chapters which consistently gather momentum and 
reader interest he describes the major problems posed by wage increases, union 
- security, strikes, labor shortages, government legislation and postwar recon- 
version in forthright, informative writing. All footnote citations are tucked neatly 
at the end of the book to avoid annoying those for whom this lively history wil! 
be recreational reading, while reassuring the scholar that the author knows his 
sources well. 

Professor Seidman writes from a point of view, honestly labeled as such in the 
preface: “I believe strongly that union organization is a good thing in our kind of 
society. . . .”’ Maintaining the discerning concern so evident in his earlier work, 
Union Rights and Union Duties (1943), he declares, “I am critical of union leaders 
who engage in undemocratic practices or who so blindly promote the interests of 
their members that they ignore the public welfare.” Both of these value judg- 
ments are in evidence throughout the book, justifiably so in the opinion of the 
reviewer. 

Good examples of the flavor of this study are easy to find. Professor Seidman 
provides evidence that the American defense crisis ‘“‘permitted an identification 
of antiunionism with patriotism” (p. 69). He believes that wartime opposition by 
employers to union security provisions resulted from a fear that the postwar 
relative bargaining power of the two parties would be affected adversely. After a 
thorough review of the War Labor Board’s efforts to erect a wage barrier through 
use of the Little Steel Formula, Professor Seidman concludes that ‘‘there was a 
tendency to treat the wage dollar as inflationary, but . . . earnings of a business 
as a necessary incentive to peak production and a proper reward for competent 
performance” (p. 130). He endorses the final report of the Fair Employment 
Practices Committee that full labor force utilization requires governmental 
authority in addition to persuasion. The author also presents an overdue critique 
of the rhetoric of labor leaders whose denunciation of all government regulatory 
attempts as “slave labor,” “fascism,” and “destruction of the labor movement” 
has lulled the public, as did the legendary boy who cried “wolf.” 

Famous names appear frequently throughout this historical survey of labor in 
a nation mobilizing for, engaging in, or reconverting from war. No person ap- 
pears at center stage more frequently than John L. Lewis; however, his per- 


4 
i 
4 


BOOK REVIEWS 413 


formance notices by critic Seidman are almost always unfavorable. The Taft- 
Hartley Act is seen by Professor Seidman at the end of his story as the price 
paid by American labor jor “lack of sufficient responsiveness to public opinion 

..”” (p. 282). And John L. Lewis is viewed throughout as helping make that 
price more exacting and onerous. 

With two minor exceptions (pp. 230, 254) the book is free from typographical 
errors. The assessment of the number of errors of judgment made by Professor 
Seidman would perhaps vary with the economic, social and political philosophy 
of each reader. The current reviewer finds only one specific indictment: profits 
are presented in dollar terms in the same context in which money wages are care- 
fully adjusted to real wages (pp. 241, 245). Such practice weakens the effective- 
ness of the many valid comparisons between the treatment accorded labor and 
industry groups during the war. 

Professor Seidman has written a book that will provide excellent briefing for 
all students of labor—especially those too young to remember, or too busy in 
uniform overseas to have observed—the important changes in American labor- 
management relations during the World War II period. Such students will learn 
_ much from this book and enjoy the learning. 

Louisiana State University Kennet M. THompson 


Rich’s of Atlanta. By Henry Givens Baker. Atlanta, Ga.: Atlanta Division, 
University of Georgia, 1953. Pp. xviii, 412. $7.50. 
Subtitled The Story of a Store Since 1865, thisvolume joins the group of business 

histories that should give future students a view of the American scene consid- 

erably different from that portrayed in present-day fiction and newspaper ac- 
counts. It gives the reader of today a play-by-play account of the rise of a great 
marketing institution. 

In some ways a business biography of Morris Rich, the eldest of the Rich 
brothers, the story illustrates the manner in which a business may grow from a 
relatively small beginning to pre-eminence in its field through energy, persistence, 
and faith on the part of its members. 

Starting with its formation in 1867, Rich’s relationship to Atlanta and the 
South is shown by reference to events recited in newspaper articles of the time 
and by a rather constant organization of presentation. The book is divided into 
fourteen time periods providing the basis for a chapter each. In each chapter, 
there is a discussion of the economic changes which make that particular time 
period significant; the physical and organizational changes occurring at Rich’s; 
the status of competitive department stores in Atlanta; the sales promotions and 
merchandising developments; and the personnel changes in Rich’s top manage- 
ment. The chapters contain many quotations from newspaper advertising and 
editorials, company memoranda, letters, and conversations, all of which are in- 
teresting and pertinent, but which sometimes produce a monotonous appearance 
on the printed page. 

Approximately seventy pages are devoted to appendices and twenty-five to 
a bibliography which should be valuable to the careful student of marketing. 
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Notes as to sources are also found at the back, rather than as footnotes—a 
practice to be encouraged in the book prepared for both the lay reader and the 
scholar. 

Such a book as this goes far in helping the reader te envision the pattern of 
growth, although it does not relate cause and effect as well as might be desired. 
Perhaps this is not possible within the physical limits of such a volume. It does, 
however, fill a necessary need; that of recording the rise of one of the South’s 
famous stores—Rich’s of Atlanta. 

University of Alabama Donatp F. 
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PERSONNEL NOTES 


Roscoe Arant, professor of economics in the School of Industrial Management, 
Georgia Institute of Technology, died suddenly and unexpectedly on November 
30, 1953. 

Paul Arnolds-Patron, formerly head of the Department of Business Admin- 
istration at the College of the Ozarks, has been appointed head of the Depart- 
ment of Economics and Business Administration at the Polytechnic Institute 
Puerto Rico. 

G. H. Aull, head of the Department of Agricultural Economics and Rural 
Sociology, Clemson College, has been elected a member of the Agricultural 
Board of the National Research Council. 

James W. Bennett, Jr., has been promoted to associate professor of transporta- 
tion in the College of Business Administration, University of Tennessee. 

Russell Bowers, formerly with the University of Georgia, was appointed interim 
professor of accounting, University of Florida, beginning February 1. 

J.C. D. Blaine, associate professor of business administration at the Univer- 
sity of North Carolina, has been appointed professor-in-charge of a research 
program in the area of motor freight transportation made possible by a grant 
from the Pilot Freight Carriers Foundation of Winston-Salem, N. C. 

D. H. Buchanan, professor of economics at the University of North Carolina, 
will retire at the end of the current academic year. 

Lewis C. Copeland has been appointed lecturer in statistics in the College of 
Business Administration, University of Tennessee. 

Arch R. Dooley, assistant dean and lecturer in business administration at the 
University of North Carolina, has accepted an appointment as assistant professor 
of production management at the Harvard Graduate School of Business Ad- 
ministration, effective July 1, 1954. 

James W. Ford, formerly of Columbia University, has been appointed assistant 
professor in the Department of Economics and Business Administration, Vander- 
bilt University. 

William D. Geer, formerly instructor of business administration and econom- 
ics at Mars Hill College, who has recently completed a year’s study toward the 
doctorate at Indiana University School of Business, accepted a position as as- 
sociate professor of business administration and economics at Mississippi College 
beginning September 1, 1953. 

Milton 8S. Heath has been appointed chairman of the Department of Econom- 
ics at the University of North Carolina. 

William C. Henry has been promoted to associate professor of accounting in 
the College of Business Administration, University of Tennessee. 

O. E. Heskin has returned to his position as professor of economics at the 
University of Florida after a leave of absence of one and one-half years with the 
U.S. State Department at the American Embassy in Karachi, Pakistan. 

Palmer T. Hogenson has resigned as president of Webber College. 
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Elise C. Jones has been appointed assistant in research in the Bureau of 
Economic and Business Research, University of Florida. 

John P. Maggard has received an appointment as lecturer in business ad- 
ministration at the University of North Carolina for the vear 1954-1955. 

Lawrence F. Mansfield has been appointed assistant professor of economics in 
the College of Business Administration, University of Tennessee. 

John R. Moore has been appointed instructor in the College of Business Ad- 
ministration, University of Tennessee. 

William H. Nicholls, professor of economics at Vanderbilt University, is on 
leave of absence to serve on the staff of the Council of Economic Advisers. 

Jerold Pittman has joined the Clemson College staff as assistant agricultural 
economist. 

Stefan H. Robock has been appointed to the newly created position of chief 
economist for the Tennessee Valley Authority. 

Howard G. Schaller has been appointed assistant professor of economics in the 
College of Business Administration, University of Tennessee. 

Robert Scharf has been promoted to associate professor of social sciences at 
the Georgia Institute of Technology. 

G. T. Schwenning, professor of business administration at the University of 
North Carolina, has been appointed to serve for the fourth consecutive year as 
chairman of the Finance Committee and member of the Executive Committee of 
the Academy of Management. 

William R. Spriegel, dean of the College of Business Administration, Univer- 
sity of Texas, was elected president of the Academy of Management for 1954. 
He was also appointed one of the official U. 8. delegates at the Tenth Inter- 
national Management Congress which was held in Sao Paulo, Brazil, on February 
19-24. 

Bryce D. Stone has been appointed instructor in economics in the College of 
Business Administration, University of Tennessee. 

Norman J. Wood has been promoted to assistant professor of economics in the 
College of Business Administration, University of Tennessee. 


The following names have been added to the membership of the Southern 
Economic Association : 

Russell H. Baugh, Department of Economics, Oklahoma A & M College, 
Stillwater, Okla. 

Julian H. Bradsher, Department of Economics, Oklahoma A & M College, 
Stillwater, Okla. 

Edward C. Burris, Department of Economics, Oklahoma A & M College, 
Stillwater, Okla. 

Ira C. Castles, Wofford College, Spartanburg, 8. C. 

8. E. Cranfill, Georgetown College, Georgetown, Ky. 

C. Merle Crawford, Room 208, Building D, Gainesville, Florida. 


Alan D. Dailey, Box 633, State College, Mias. 
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Manly Eakins, Georgia State College for Women, Milledgeville, Ga. 

Joseph Carlyle Ellett, Furman University, Greenville, 8. C. 

Federal Reserve Bank of Richtnond, Box 1615, Richmond 13, Va. 

William C. Frederick, University of Tampa, Tampa, Fla. 

Rudyard B. Goode, 1851 West View Road, Charlottesville, Va. 

Paul N. Guthrie, School of Business Administration, University of North 
Carolina, Chapel Hill, N. C. 

C. Addison Hickman, 3101 Churchill Road, Raleigh, N. C. 

Joseph B. Hosmer, 1625 McLendon, N. E., Atlanta, Ga. 

Joseph J. Klos, Department of Economics, Oklahoma A & M College, Still- 
water, Okla. 

L. R. LaVallee, Box 155, Station A, Hattiesburg, Miss. 

Richard H. Leftwich, Department of Economics, Oklahoma A & M College, 
Stillwater, Okla. 

Charles F. Marsh, 705 Powell Street, Williamsburg, Va. 

William L. Miller, 460 Pinedale Drive, Auburn, Ala. 

George F. Mitch, Department of Economics, University of Florida, Gaines- 
ville, Fla. 

Charles Thomas Moore, Box 664, State College, Miss. 

Charles E. Myler, Jr., College of Business, Loyola University, New Orleans, 
La. 

William R. Myles, Alabama Polytechnic Institute, Auburn, Ala. 

W.E. Newbolt, Box 1233, Berea, Ky. 

C. F. Poston, School of Business Administration, University of North Carolina, 
Chapel Hill, N. C. 

Eugene L. Swearingen, 617 Bennett Drive, Stillwater, Okla. 

William H. Wells, 610 Candler Road, Decatur, Ga. 

Ben M. Wofford, Box 948, State College, Miss. 


NOTE 


The twenty-fourth annual conference of the Southern Economic Association 
will be held on November 19 and 20, 1954, at the Beuna Vista Hotel in Biloxi, 
Mississippi. 

President John B. McFerrin has appointed the Nominating Committee for 
the 1955 officers of the Southern Economic Association. It consists of Charles P. 
Anson, Alabama Polytechnic Institute, Chairman; Cecil C. Carpenter, Univer- 
sity of Kentucky; and Frank T.de Vyver, Duke University. Members are invited 
to suggest names to this committee. 

Howarp R. Samira 
Secretary 
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Textile Workers’ Job Primer: A Trade Unionist’s Guide for Handling Work As- 
signment and Production Standard Problems. By Solomon Barkin and others. 
Vol. I. New York: A Research Department Technical Report, Textile Workers 
Union of America, CIO, 1953. Pp. xiii, 314. 

Publicity for Prestige and Profit. By Howard Stephenson and Wesley F. Pratzner. 
New York: McGraw-Hill Book Co., 1953. Pp. xi, 304. $4.50. 

Japanese Food Management in World War II. By Bruce F. Johnston. Stanford, 
Calif.: Stanford University Press, 1953. Pp. xii, 283. $7.50. 

Railroads of New York: A Study of Government Aid, 1826-1875. By Herry H. 
Pierce. Cambridge, Mass.: Harvard University Press, 1953. Pp. xiii, 208. 
$3.00. 

Income Distribution in the United States by Size, 1944-1950. Washington: U. 8. 
Department of Commerce, 1953. Pp. vi, 86. 

The Michigan Business Receipts Tax: An Appraisal. By Peter A. Firmin. Ann 
Arbor, Mich.: Bureau of Business Research, School of Business Administra- 
tion, University ‘of Michigan, 1953. Pp. x, 149. Paper, $2.00. 

Natural Gas in the, Pacific Northwest: Some Economic Aspects. By William Iulo. 
Pullman, Wash.: Bureau of Economic and Business Research, School of 
Economics and Business, State College of Washington, 1953. Pp. xvi, 110. 
Paper, $2.50. 

Aspects of the Louisville Area Economy. By James W. Martin and Will 8. Myers. 
Frankfort, Ky.: Agricultural and Industrial Development Board of Kentucky, 
1953. Pp. v, 47. 

A Textbook of Economic Thvory. By Alfred W. Stonier and Douglas C. Hague. 
New York: Longmans, Green and Co., 1953. Pp. x, 513. $5.00. 

Practical Financial Statement Analysis. By Roy A. Foulke. New York: McGraw- 
Hill Book Co., 1953. Pp. xxi, 71G. $7.50. 

Capitalism and the Historians. Edited by F. A. Hayek. Chicago, IIl.: University 
of Chicago Press, 1954. Pp. vii, 188. $3.00. 

A Primer of Statistics for Political Scientists. By V.O. Key, Jr. New York: Thomas 
Y. Crowell Co., 1954. Pp. x, 209. $2.50. 

Marketing Channels for Manufactured Products. Edited by Richard M. Clewett. 
Homewood, Ill.: Richard D. Irwin, 1954. Pp. xviii, 518. $6.00. 

The Economics of Public Finance. By Philip E. Taylor. Rev. ed. New York: 
Macmillan Co., 1953. Pp. xxii, 565. $5.50. 

Introduction to Advertising. By Arthur J. Brewster and others. 6th ed. New York: 
McGraw-Hill Book Co., 1954. Pp. xvi, 480. $5.50. 

The Logic of British and American Industry: A Realistic Analysis of Economic 
Structure and Government. By P. Sargant Florence. Chapel Hill, N. C.: Uni- 
versity of North Garolina Press, 1953. Pp. xiv, 368. $5.00. 

Colonial Social Accounting. By Phyllis Deane. New York: Cambridge University 
Press, 1954. Pp. xv, 360. $9.50. 
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The Economic Almanac, 1953-1954. Edited by Frederick W. Jones. New York: 
Thomas Y. Crowell Co., 1954. Pp. xii, 740. $2.95. 

Freedom from Insecurity. By Hugo E. Czerwonky. Washington, D. C.: Public 
Affairs Press, 1954. Pp. ix, 198. $3.50. 

Management of New Enterprises: A Casebook of Problems on the Establishment and 
Operation of New Business. By Lynn L. Bollinger and John 8. Day. Homewood, 
Ill.: Richard D. Irwin, 1954. Pp. viii, 485. $5.50. 

Real Estate. By William H. Husband and Frank Ray Anderson. Rev. ed. Home- 
wood, Ill.: Richard D. Irwin, 1954. Pp. xiii, 624. $6.00. 

Personnel Management: Principles, Practices, and Point of View. By W. D. Scott 
and others. 5th ed. New York: McGraw-Hill Book Co., 1954. Pp. x, 690 
$6.50. 

The Crofting Problem. By Adam Collier. New York: Cambridge University Press, 
1954. Pp. xv, 191. $5.00. 

National Incomes and International Trade: A Quantitative Analysis. By Hans 
Neisser and Franco Modigliani. wa Ill.: University of Illinois Press, 
1953. Pp. xviii, 396. $7.50. 

Transport and the State of Trade in Britain. By Thor Hultgren. New York: 
National Bureau of Economic Research, 1954. Pp. xii, 114. Paper, $1.50. 

Personnel Practices in Industry. By William R. Spriegel and Alfred G. Dale. 

- Austin, Tex.: Bureau of Business Research, College of Business Administra- 
tion, University of Texas, 1954. Pp. 67. Paper, $1.50. 

Social Accounts of Local Authorities. By J. E. G. Utting. New York: Cambridge 
University Press, 1954. Pp. x, 89. Paper, $3.00. 

New Light on the History of Great American Fortunes: American Millionaires of 
1892 and 1902. Edited by Sidney Ratner. New York: Augustus M. Kelley, 
1953. Pp. xxvii, 106. $3.00. 

International Economic Papers No. 3: Translations Prepared for the International 
Economic Association. Edited by Alan T. Peacock and others. New York: 
Macmillan Co., 1954. Pp. 255. Paper, $3.50. 

Principles of Economics. By Fred Rogers Fairchild and others. New York: 
Macmillan Co., 1954. Pp. vii, 780. $6.00. 

The Social Economics of Agriculture. By Wilson Gee. New York: Macmillan Co., 
1954. Pp. x, 616. $6.50. 
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Recently Published \RWIN Texts 


ECONOMICS OF TRANSPORTATION 


FOURTH EDITION 


By D. PHILIP LOCKLIN, University of illinois 


Regarded by many as a “‘classic’”’ of the transportation field, Locklin’s well-known book has 
long held a position of authority, prestige, and leadership equaled by few texts on any sub- 
ject. Now there is available a completely revised, rewritten, and reset new Fourth Edition. 
The text retains its emphasis on economic aspects. Every chapter has been modernized by 
including (a) up-to-date statistical data; (b) recent legislation; (c) Commission and court 
decisions of special significance; (d) important changes in regulatory policy; and (e) all note- 
worthy new developments in transportation. 


INTERNATIONAL ECONOMICS 


By CHARLES P. KINDLEBERGER, Mossochusetts institute of Technology 


This text offers a scholarly and systematic treatment of theory, combined and integrated 
with a wealth of institutional and historical material. It provides the student with the tools 
of analysis and shows him how to use them. Gottfreid Haberler of Harvard says, ‘‘It is the 
most stimulating and thorough introduction to the theory of international trade and economic 
analysis available.”” Adopters include Columbia University, Duke University, George Wash- 
ington University, Purdue University, Syracuse University, Williams College, and the uni- 
versities of Alabama, Illinois, Notre Dame, Texas, Utah, and Washington and many others. 


COLLECTIVE BARGAINING: 


PRINCIPLES AND CASES Revised Edition 
By JOHN T. DUNLOP and JAMES J. HEALY, Horvord University 


This completely revised and expanded new edition has been adopted at Columbia Univer- 
sity, Harvard, University of California, Boston University, Northwestern University, Uni- 
versity of Maryland, University of Miami, and University of Michigan, to mention only a 
few. Part I provides a survey of the main aspects of collective bargaining. Part II contains 
79 well-selected cases. A Manual of Decisions is available with the new edition. 


BUSINESS CYCLES & FORECASTING 


FOURTH EDITION 
By ELMER C. BRATT, Lehigh University 


This well-known text has proved its usefulness under the test of classroom use through three 
widely adopted editions. In this Fourth Edition the writing has been made more interesting 
to the student and the book has been brought entirely up to date. The text provides the back- 
-ground essential for explaining economic changes and indicates the possibilities for stabilizing 
and controlling business cycles. Adopters include University of Chicago, Boston University, 
University of Pennsylvania, University of Southern California, University of Colorado, Uni- 
versity of Michigan, University of Oregon, William and Mary, University of Tennessee and 
many others. 


PUBLISHERS FOR THE AMERICAN ECONOMIC ASSOCIATION 


RICHARD D. IRWIN, INC. 


1818 RIDGE ROAD HOMEWOOD, ILLINOIS 
When you write to our advertisers, please mention The Southern Economic Journal 


Just Published 
MACMILLAN TEXTS 


PRINCIPLES OF ECONOMICS 


by Fred R. Fairchild, Norman S. Buck and 
Ruben E. Slesinger 


Although a lineal descendent of ELEMENTARY ECONOMICS 
by Fairchild, Furniss and Buck, this text is essentially a new book 
presenting in clear, expressive language, the fundamental principles 
that explain the operation of the American economic system. It is 
designed to help the student understand the workings of the 
modern free economy while acquainting him with other economic 
systems and certain modern trends toward collectivism. New 
chapters have been added in this edition on Principles of Con- 
sumption, National Income, and Government in Industry which 
contain new sections on price and wage controls, and the TVA. 


1954 780 pp $6.00 


THE ECONOMICS OF PUBLIC FINANCE 
teed edi 
by Philip E. Taylor 


Designed for a one-semester coverage of the field of public expendi- 
tures, public revenues, and public debt, this revised text includes 
more material on state and local finance, utilizes now generally 
accepted national income concepts and orients its discussion less 
to depression and more to inflation to provide a more balanced 
treatment. A completely new chapter covers a large variety of 
current issues in public finance. Although this text has been 
revised, the integration of fact and theory, so attractive to most 
users of the orig «l edition, has been retained throughout. The 
author’s clear, definite approach to his subject matter is both 
descriptive and analytical with extensive consideration of policy. 


1953 565 pp $5.50 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11 


When you write to our advertisers, please mention The Southern Economic Journal 
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New and Forthcoming 
MACMILLAN TEXTS 


THE STRUCTURE OF AMERICAN INDUSTRY 
Edited by Walter Adams 


Through a series of analytical and comparative studies of thirteen 
leading industries, this book presents a kaleidoscopic view of the 
broad patterns of American industrial economy showing the ele- 
ments of competition and monopoly in different segments of the 
economy, and a comparison of the diverse forms of market structure 
and types of market behavior. In the revised edition there are 
three additional chapters which deal with the automobile industry, 
the petroleum industry, and the social, political, and economic 
aspects of the newspaper industry. There are up-to-date revisions 
in the chapters on public policy, the motion picture, air transporta- 
tion, and cotton textile industries. 


Ready in May. 


PRIVATE ENTERPRISE AND PUBLIC POLICY 
by Melvin Anshen and Francis D. Wormuth 


This text for college courses in government regulation of business 
offered in departments of political science, business, and economics 
contains a broad survey and a critical analysis of all programs— 
national, state, and local—by which government comes inte con- 
tact with economic life. Included in the book are accounts of the 
principal instruments used and an evaluation of their usefulness, 
descriptions of public policy in major areas, and case reports to 
illustrate the interaction of government and business. The case 
studies make it possible to appraise both economic and political 
factors and to observe the application of particular techniques in 
a test case. ‘ 


Ready in April. 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11 


When you write to our advertisers, please mention The Southern Economic Journal 
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New and Forthcoming 
MACMILLAN TEXTS 


PRINCIPLES AND PRACTICES OF 
MONEY AND BANKING ; 
revised edition 


by Charles R. Whittlesey 


Providing a basic understanding of the economics of money and 
banking, this text places primary emphasis on the basic theoretical 
and operational aspects of the present banking system. The author 
carefully traces the course of financial development, contributes 
to an understanding of the major financial problems still facing the 
country, and assists in evaluating proposals for future banking, 
monetary, and fiscal modifications of the system. Step-by-step 
discussions of monetary and banking theory are presented to 
facilitate an understanding of financial institutions and policies, 
and to clarify the theories themselves by an actual knowledge of the 
application of fundamental principles. The revised edition uses 
fully the materials made available by the Douglas and Patman 
investigations and introduces recent developments including 
Treasury-Federal Reserve relations and proposals for dealing with 
the problems of a defense economy. 


Ready in May. 


A KEY TO MODERN ECONOMICS 
by David McCord Wright 


Here is a text which discusses in the very simplest and least tech- 
nical language possible the basic ideas that make economics 
valuable and important today. Insofar as possible, the book pre- 
sents the problems in terms of alternative social systems thus 
showing the student how the same basic forces work out under 
socialism and capitalism and enabling him to see our problems in 
proper perspective. While the economic analysis is kept steadily 
in the foreground, the relationship of the material to other social 
sciences such as philosophy, history, and anthropology is indi- 
cated wherever possible. Beginning with the requirements of 
economic growth, the book passes on to the measurements usually 
used, from there to the effects of money upon the economic process, 
and then to the theory of unemployment and stabilization. 


Ready in May. 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11 


When you write to our advertisers, please mention The Southern Economic Journal 
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New and Gorthcoming 
MACMILLAN TEXTS 


THE SOCIAL ECONOMICS OF AGRICULTURE 
by Wilson Gee 


Containing a comprehensive coverage of the most significant ma- 
terials in the fields of agricultural economics and rural sociology, 
this text has been largely rewritten. Although the third edition 
follows the same pattern of earlier editions, several chapters have 
been deleted to make room for a fuller treatment of the remaining 
sections, and the questions at the close of the chapters have been 
_ thoroughly revised. Some of the topics which have undergone 
extensive revisions are: the impact of World War II on American 
agriculture; recent developments in farm policy; current trends in 
farm tenancy in the United States; country banks and ‘budgeted 
loans”’; operation of the Farm Credit Administration; price deter- 
mination with regard to agricultural products; and rural popula- 
tion changes in the light of the 1950 Census. 


1954 616 pp $6.50 


ECONOMIC GEOGRAPHY 
second edition 


by Clarence F. Jones and Gordon G. Darkenwald 


This text provides the college student with a working knowledge of 
the production and distribution of the principal world commodities, 
organized around occupation groups. Each occupation is so divided 
that a given activity is analyzed in all the leading regions of the 
world. Emphasis is placed on the relation of physical factors and 
economic conditions to production and distribution. In this second 
edition whole sections have been rewritten, all statistics revised, 
and a new chapter added on the Chemical Industry. Most of the 
statistical material has been removed from the body of the text 
and is now presented in maps, graphs, and cartograms. 


Ready in April. 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11, N.Y. 


When you write to our advertisers, please mention The Southern Economic Journal 


4 
| 


cAnnouncing 


THE SEVENTH EDITION 
OF A FAMOUS HARPER TEXT 


AMERICAN 
ECONOMIC 
HISTORY 


By HAROLD UNDERWOOD FAULKNER 
Smith College 


The new edition of this popular text is far from a mere “bring- 
ing up to date.’’ It has been extensively revised, completely 
reset, and redesigned in an attractive new format. 


There is now considerably more discussion of economic topics 
(e.g. mercantilism and the industrial revolution) and more at- 
tention is paid to economic thought. All material, of course, 
is brought up to date—text, charts, reading lists, and bibliog- 
raphy. In order to avoid lengthening the text, materials more 
political and diplomatic than economic have been eliminated, 
together with less important detail. 


More than 800 colleges and universities have used earlier edi- 
tions of American Economic History. The new edition is cer- 
tain to remain the leading text in the field. 


816 pages $5.75 


HARPER & BROTHERS PUBLISHERS 
49 East 33d Street New York 16, New York 


When you write to our advertisers. please mention The Southern Economic Journal 


| | 
. 


Cooke from Me Graw-Hill 


ih INCOME, AND PUBLIC POLICY. 


The ABC's of Economics 
By CLARK LEE ALLEN, JAMES M. BUCHANAN, and MARSHALL R. COLBERG, 
all of Florida State University. In press 


Here is a well-balanced treatment of the basic principles of resource allocation and national 
income determination in a private enterprise economy. A chapter devoted to political economy 
provides a vivid picture of the manifold economic activities of the present government. These 
activities are carefully appraised in the light of basic principles developed earlier. Traditional 
price theory and national income theory are treated fully as in the new input-output approach. 


INTRODUCTION TO ADVERTISING 


New sixth edition 
By ARTHUR JUDSON BREWSTER, formerly head Department of Advertising, Syra- 
cuse University; HERBERT HALL PALMER, Head of Department of Marketing and 
Advertising, University of Rhode Island; and ROBERT G. INGRAHAM, Vice-president 
and Advertising Director, Katharine Gibbs School. 480 pages, $5.50 


The new sixth edition of an introductory advertising book that has become a winner in the 
advertising and marketing field. Simple, understandable, teachable ...it covers advertis- 
ing’s conaection with history and economics as well as how advertising is prepared and brought 
to the customer. The new edition is up-to-date including television and the operations of the 


Advertising Council. 


OCEAN TRANSPORTATION 


By CARL E. McDOWELL, Vice-president, American Institute of Marine Underwriters, 
and HELEN M. GIBBS, formerly Stanford University. 475 pages, $7.00 


Here is a practical account of ocean transportation, the merchant marine, and the shipping 
industry together with information on the part they play in the world’s economy. Material is 
treated primarily from the viewpoint of the shipowner and operator, and secondarily from 
that of the shipper, government and public. 


LAND PROBLEMS AND POLICIES 


By V. WEBSTER JOHNSON, Formerly Head of Division of Land Economics, U. S. 
Department of Agriculture; and RALEIGH BARLOWE, Michigan State College. 422 


pages, $6.50. 


A basic text for students of agricultural economics that can also be used as a refererce for 
professional economists and administrators working on rural land problems and policies. 
Deals largely with institutional controls and powers present in the holding and use of land 
and applies economic principles to these problems wherever feasible. 


McGraw-Hill Book Company, Inc) sx. 
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Four distinguished new books and three revised editions 


READINGS IN ECONOMICS FROM FORTUNE 

By RICHARD E. MULCAHY, S.J. A richly informative collection of 32 outstanding articles from 
FORTUNE magazine. The selections cover all the major topics of the basic economics course. 
Illustrated, with introductions by the editor. $1.00 


INTERNATIONAL ECONOMICS AND PUBLIC POLICY 


By HARRY G. BRAINARD. An orderly, simple, and clear exposition of economics on the interna- 
tional scale, written by an economist with extensive experience in both education and government. 
Bibliography. 


URBAN REAL ESTATE 


By ERNEST M. FISHER and ROBERT M. FISHER. This significant text discusses the market 
forces which affect the development of our basic resource of real estate. Essentially a “why” rather 
than a “how” book, this text deals more with an analysis of real estate market transactions than 
with a description of real estate office practices. Chapter summaries, charts, tables. 


OLD AGE ASSISTANCE 

By FLoyD A. BOND, Director, and the Social Science Research Center of Pomona College. A 
California study of a national problem, this report will be of interest to all who deal with old age 
assistance in the United States. 


ECONOMICS: 


By SHOREY PETERSON. Revised Edition. A thoughtful and mature presentation of the princi- 
ples,processes, and problems of our economic life. This new, expanded edition contains an in- 
creased number of figures and tables. 

FINANCING GOVERNMENT 


By HAROLD M. Groves. Fourth Edition. A thorough and objective treatment of all the policy 
aspects of public finance. 


A GRAPHIC APPROACH TO ECONOMICS 
By K. WILLIAM Kapp and Lore L. Kapp. A valuable collection of flow charts, diagrams, maps, 
and pictograms, which illustrates the principles and problems treated in the basic course in eco- 
nomics. New sections are included. 
HENRY HOLT AND COMPANY 
383 Madison Avenue, New York 17 
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TEXTS THAT LEAD THE FIELD 


Economics For Consumers 


THIRD EDITION 
LELAND J. GORDON, Denison University 
F ‘Gordon's Economics For Consumers has been a favorite with my students and 
me since it was first published in 1939. I have examined the third edition 
and find that the book has been completely rewritten and new material in- 
' cluded—and it is superior to the previous editions."’ 
—W. C. Prummer, University of Pennsylvania 


Elementary Economics 


Teacher’s Manual of Short-answer Questions 
Student’s Manual «+ Teacher’s Guide and Key to Student’s Manual 


LELAND J. GORDON, Denison University 


. by be the best text I have seen in its field. The inclusion of a personal 
word to the student is unique and ought to set a pattern for authors of 
future texts; it is bound to arouse the student's interest on the first pages." 
H. F. Srepnan, Rutgers University 


Economics of Investment 
JACOB O. KAMM, Baldwin-Wallace College 


“It is an excellent survey of the whole field of investments, including eco- 
nomic and financial aspects. It is written in unusually clear style, so that it 
should be understandable by a student with little or no background in the 
field." —Cart A. Dauten, Washington University 


Public Finance 
{WILLIAM WITHERS, Queens College 
**He is usually careful to present traditional views as well as newer theories 
4 so that the student can compare their merits and weaknesses. This, together 


with his numerous introductory and summary outlines—often in question 


form—makes his text unusually provocative and teachable."’ 
—American Economic Review 


American Book Company 


College Division, 55 Fifth Avenue, New York 3, N. Y. 
Chicago + Boston «+ Atlanta + Dallas + San Francisco 
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PHILOSOPHICAL 


© DICTIONARY OF EUROPEAN HISTORY by William 
E. Roeder, withan introduction by Harry Elmer Barnes. Con- 
cise information concerning most of the events and prominent 
personalities from 500 A.D. to the present. $6.00 
0 DICTIONARY OF SOCIOLOGY edited by Henry Pratt 
Fairchild. Consolidates and standardizes the usages in ita 
field and provides s precise working vocabulary. $6.00 
0 20TH CENTURY SOCIOLOGY edited by George Gurvitch 
& Wilber E. Moore. A group of outstanding sociologists pre 
seience $6.00 
0 20TH CENTURY POLITICAL THOUGHT edited by 
Joseph 8. R k. A lete survey of modern develop- 
ments in political thought by 27 nationally-known specialists. 
shaping the world of toda 
0 AN INTRODUCTION 7 To POLITICAL PHILOSOPHY 
by A. R. M. Murray. A critical examination of the principal 
political philosophers from Plato to 
$4.75 
SCIENCE by Albert Einstein. An abbreviated 
edition of some of the papers of the distinguished physicist. 


.75 
© THE CAUSES & TREATMENT OF BACKWARDNESS 
by Sir Cyril Burt. Describes the main causes of backward- 
ness and the various methods which the teacher may usefully 
adopt in his work. $3.75 
© THE EXPERIENCE OF DEATH by Paul-Louis Lands- 
berg. A concentrated examination of the principal argu- 
tents for and against suicide. $2.50 


LIBRARY BOOKS 


© THE DISPOSAL OF THE DEAD by Professor C. J. Pol- 
son, Dr. R. P. Brittain, and Dr. T. K. Marshall. An ex- 
hausting exposition of the cultural, legal and technical post- 
mortem problems and practices encountered a. 
gists, pathologists, clerics, and police officers 
© UNDERSTANDING THE JAPANESE MIND by Pas 
Clark Moloney. Dr. Moloney examines the interesting and 
$3.50 
CONSTITUTIONAL CUSTOM by Burleigh 
Cushing Rodick. Its growth from colonial founders to the 
election of Jefferson. $4.75 
© THE DEVELOPMENT OF NEGRO RELIGION by 
Ruby F. Johnston. An interpretation of Negro religion in 
terms of the American culture. $3.00 
© EUROPEAN IDEOLOGIES edited by Feliks Gross, with 
an introduction by Robert M. Maclver, Columbia Univer- 
sity. Surveys the social, economic and political ideas of 
Europe which have helped determine world orientation. 
$12.00 
© THE SOVIET IMPACT ON SOCIETY by Dagobert D. 
Runes. E i the cul | and social changes brought 
about in the Western and Eastern world by the materializa- 
tion of Marxist ideology. $3.75 
O A FREE SOCIETY: AN EVALUATION OF CONTEM- 
PORARY DEMOCRACY by Mark M. Heald. A timely 
and comprehensive analysis of the doctrines of liberal democ- 
racy. $4.75 


PHILOSOPHICAL LIBRARY, Publishers 
Expedite shipment by prepayment 


15 East 40th St., Desk 357 


New York 16, N. Y. 


industries. $3.75. 


( BARGAINING 
IN THE 


AILROAD INDUSTRY 


JACOB J. KAUFMAN 


Here is a searching analysis of the causes behind the increase in 
strikes in the railroad industry. Dr. Kaufman reviews the history of 
governmental intervention in railroad labor relations; he describes 
and evaluates economic conditions, labor organizations, and condi- 
tions of employment. His cogent discussion of the pros and cons of 
withholding the right of railroad workers to strike will be of inter- 
est to all concerned with the handling of labor disputes in essential 


Columbia University Press e 2960 Broadway, N. Y. 27 
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BOOKS YOU WILL 
WANT TO CONSIDER... 


* 


ECONOMICS: PRINCIPLES AND APPLICATIONS 

By Dr. J. H. Dodd and Dr. C. W. Hasek 

Economics: PRINCIPLES AND APPLICATIONS does not plead for any special pet theories of eco- 
nomics. However, it does give the student a firm focthold on his thinking about the American eco- 
nomic system as compared with some of the “isms” of the world. The authors make a very clear 
presentation of the applications and the principles of economics to business, personal, and social 
problems. 


PUBLIC FINANCE 
By Orval Bennett and Isaac Lippincott 


In Pusiic Finance by Bennett and Lippincott we present a fresh, teachable, and authoritative 
treatise on public finance that gives well-balanced attention to the economic aspects as well as 
to the strictly financial aspects. Out of the rich background of experience of these two authors has 
come this book which has been carefully developed over a period of years and tested, over and 
over, in the classroom and in seminar groups. 


GOVERNMENT REGULATION OF BUSINESS 
By Ronald A. Anderson 


Above all else that may be said about GovERNMENT REGULATION OF BusINEss, it is truly a text- 
book written for college students in a language that is simple and void of bewildering technical 
terms. It is written in a vibrant, direct style that carries keen interest at a high pitch. Its true test 
as a textbook is in its fascinating appeal and its readability. It is exceptionally well organized; it 
moves swiftly and clearly to the point. 


LABOR LAW AND LEGISLATION 

By Stephen J. Mueller 

Here in one volume is a modern treatise on law and legislation as it relates to labor and manage- 
ment. It is unbiased and strictly objective—neither prolabor nor promanagement. It provides an 
excellent combination of text material with adjudicated cases and additional source material, The 
early chapters include a study of the sources of labor law and early doctrines. In this fine modern 
volume are brought together materials not available in any other single source. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 
Cincinnati 2 Chicago 5 Dallas 2 
New Rochelle, N. Y. San Francisco 3 


When you write to our advertisers, please mention The Southern Economic Journal 
i 


INTRODUCTION TO ECONOMICS 


By JOHN V. VAN SICKLE and BENJAMIN A. ROGGE 
Both of Wabash College 


INTRODUCTION TO ECONOMICS is an important addition to the small group of prin- 
ciples textbooks that are frankly and positively liberal, in the traditional meaning of that 
term. At the same time, the basic tools of economic thinking—including the Keynesian— 
are developed with remarkable clarity and objectivity The authors are objective where 
objectivity is both possible and desirable, that is, in the handling of economic analysis; and 
they take a clear position where “objectivity” is only fence-straddling, that is, in the handling 
of economic policy. While the authors’ policy orientation is explicitly traditionally liberal, 
divergent views are handled with respect and restraint. Here is a book that should appeal 
to teachers of all persuasions who prefer a book that is honest, provocative, and teachable. 


Noteworthy Features of Interest to Teachers and Students: 


@ The  ~ geen and skill with which the authors move from the simple to the 
complex. 

@ The historical perspective. The authors are not content to present the private 
enterprise form of economic organization as a static abstraction. Rather it is 
presented in its historical context, as a developing set of ideas and institutions 
with a past, present and a future. 


The emphasis on regionalism as an analytical tool. Through the concept of re- 
gionalism the authors reveal the unity underlying the domestic and interna- 
tional problems confronting the American people today. This is one of the 
first principles texts to assign space its proper role in economic analysis. 

The direct linking of analysis and policy. While recognizing the complexity of 
policy decisions, the authors do aot t take the common mow > Son that the analy- 
sis at the principles level is too simple or too unrealistic to be of any use in 
policy-making. ‘ 


@ The continuing use of “comparative” analysis. 


The book makes no attempt to deal with all of the pressing contemporary problems about 
which the economists may have something useful to say. Instead, and with a view to avoid- 
ing superficiality, the authors have selected seven issues and dealt with them in some detail. 
In the analysis, emphasis is placed on the interrelated character of the problem. 


After the description and analysis of the market economy, the book deals with: (1) business 
fluctuations; (2) government and business, and labor-management relations, with particular 
reference to the importance of functionally correct wages to the 

performance of a private enterprise system; (3) the farm problem 

with emphasis on the role of prices in aliocating manpower and 

other resources between the farm and non-farm sectors of the econ- 

omy; (4) social security and its relationship to the maintenance of 

private enterprise; (5) fiscal policy; (6) international economic rela- 

tions; and (7) Communism, Socialism, and Planning as alternatives 

to Capitalism. 


785 pp. approx, illus. 


Send for your copy on approval 
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American Economic Review 


VOLUME XLIV MARCH, 1934 
Contents 


Institutional and Theoretical Implications of Economic Change ................ C. B. Hoover 


Economies of Scale, Concentration, and the Condition of Entry in 


Economic Preconceptions and the Farm Policy ........... J. K. Galbraith 


Reviews of Books, Titles of New Books, Periodicals, Notes 


The AMERICAN ECONOMIC REVIEW, a rly, is the official publication of the 
American Economic Association and is sent to all members. The annual dues are $6.00. Ad- 
dress editorial communications to Dr. Bernard F. Haley, Editor, American Economic Review, 
Stanford University, Room 220, Stanford, California; for information concerning other pub- 
lications and activities of the Association, communicate with the -Treasurer, 
Dr. James Washi Bell, American Economic Association, Northwestern University, 
Evanston, Illinois. for information booklet. 


THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by EARL J. HAMILTON 
in Cooperation with the Orher Members of the 
Department of Economics of the University of Chicago 
The February 1954 issue contains: 


The Character of British Colonial Trade 
Collective Bargaining and Decentralization in the Rubber Tire Industry 
Irvin Sobel 
Taxation and the Price Level in the Short Run............... O. H. Brownlee 
Expectations and Errors in Forecasting Agricultural Prices 
Earl 0. Heady and Donald H. Kaldor 
Capital Maintenance and the Concept of Income George F. Break 
Business Organization in Baltimore, 1859 
G. Heberton Evans, Jr. and Walter C. Kanwisher, Jr. 


FOUNDED IN 1892. Published bi-monthly: February, April, June, 
August, October, ber. Subscription rate $6.00 per volume. Sin- 
gle copy $1.50. Special rates: $5.00 per volume for faculry members 
teaching business or economics. $3.00 per volume for graduate stu- 
dents in business or economics. Canadian postage go cents. Foreign 


postage 75 cents. 
The University of Chicago Press + 5750 Ellis Ave., Chicago 37, Ill. 
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An Investigation into the Dynamics of Investment W. Clower 

| Price end Output Determination by a Firm Selling Related Products ...........M. J. Bailey 
Exchange Flexibility and the Stability of Sterling .............................. 8.1. Katz 
What Every Economist Should Know about Health and Medicine............... Eli Ginzberg 


BACK COPIES OF THE 
SOUTHERN ECONOMIC JOURNAL 


There are frequent calls for complete sets of this JOURNAL, generally 
from libraries. Several of the back issues are out of stock. Anyone able to 
contribute, to sell, or to induce others to sell, any or all of the following 
issues will be rendering a real service. We will pay $1.00 per copy for any 
of the following issues in reasonable condition. 


October 1933, April, July and October 1936, January and July 1937, 
July 1939, October 1940, January 1945, January 1947, July 1947, July 1949, 
October 1949. 


The Southern Economic Journal 
Box 1289, Chapel Hill, N. C. 
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SOUTHERN ECONOMIC ASSOCIATION 


Orricers OF THE ASSOCIATION 


President 
John B. McFerrin, University of Florida 


Vice Presidents 


Ernst W. Swanson, Emory University 
William H. Baughn, Louisiana State University 


Secretary-Treasurer 
Howard R. Smith, University of Georgia 


Editors of Publications 


C. H. Donovan, University of Florida 
Rendigs Fels, Vanderbilt University 
Langston T. Hawley, University of Alabama 
Gerald E. Warren, Tulane University 


EXECUTIVE COMMITTEE 
OFFICERS OF THE ASSOCIATION 
and 


B. U. Ratchford. Duke University 
George W. Stocking, Vanderbilt University 
James E. Ward, George Peabody College for Teachers 


Membership dues in the Association are: annual $5.00, 
contributing $10.00, life $60.00, institutional $100.00, student 
$2.00. Membership fees include payment for a year’s subscrip- 
tion to The Southern Economic Journal. 


Applications for membership should be addressed to 
Howard R. Smith, University of Georgia, Athens, Georgia. 


_ Spring Publications 


INTRODUCTION TO INTERNATIONAL ECONOMICS 
By DELBERT A. SNIDER, Miomi University 


Designed for undergraduate courses in international economics or trade, this new text offers 
an unusually well-balanced combination of theoretical analysis and empirical description. 
Theory is presented with thoroughness but in the simplest and clearest possible manner, and 
is complemented with historical, institutional, and factual material carefully chosen for its 
relevance and current interest. Long historical chapters are avoided. The student is intro- 
duced to today’s international economic problems and shown their political and social impli- 


cations for policy making. 


BUSINESS AND ECONOMIC STATISTICS 


By WILLIAM A. SPURR, Stonford University, LESTER S. KELLOGG, The Deere Company, 
and JOHN H. SMITH, The American University 


Written in nontechnical English and without statistical jargon, this is the kind of elementary 
treatment of business and economic statistics which has been greatly needed. It eliminates 
archaic and impractical procedures, employs short-cut graphic methods instead of the usual 
complex mathematical analysis, and uses up-to-date practical business problems as illustra- 
tions throughout. Topies covered include use of sources, methods of sampling, tabulation, 
graphic presentation, frequency analysis, quality control, and business and industrial applica- 


tions. 


ECONOMICS OF LABOR RELATIONS REVISED EDITION 
By GORDON F. BLOOM and HERBERT R. NORTHRUP 


This is virtually a new book based to some extent on the authors’ previous well-known labor 
text. The new volume is more readable, contains much more material on current problems and 
on collective bargaining, and provides better integration of theory and fact. This text treats 
more completely than most such basic economic concepts as labor market, marginal produc. 
tivity, business cycles, and labor productivity. It offers up-to-date treatment of social security, 
unemployment compensation, and welfare and pension plans. 


GOVERNMENT FINANCE: An Economic Analysis 
By JOHN F. DUE, University of illinois 


This new text is designed for two primary purposes: (1) for use in a first course in Public 
Finance stressing economic effects and principles of taxation, and a general understanding of 
the revenue and expenditure systems, rather than extensive historical and descriptive detail ; 
and (2) a second course following a purely descriptive first course. Provides a unified treat- 


ment of the entire field, with emphasis on economic analysis. 
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